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T to-day’s prices, shares of the 
{ \ leading banks, insurance com- 
panies and investment trusts 
offer tempting yields, but the supply 
is short and dealings are difficult. The 
*‘BANK-INSURANCE’ Group of 
Unit Trusts have a large holding— 
over £14 million worth—of the best 
shares, the result of expert buying 
over a period of years as favour- 
able opportunities have arisen. 
A purchase of Units of these Trusts 
is an easy and economical way of 
acquiring a remarkable security 
spread over the best bank, insur- 
ance and investment trust shares. 





Unit holders are free of personal 
liability in respect of partly-paid 
shares. Purchases up to a_ sub- 
stantial amount can be made at 
quoted prices. 
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fight, as well as the splendid con- 
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of Canada’s oldest and strongest Companies 
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with insurances in force amounting to 
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them. Typical of the Association's new 
activities is the offer of 3°, GOVERN- 
MENT SAVINGS BONDS as a form of 
Endowment Assurance. Here is a Canadian 
Life Assurance Company giving wise assist- 
ance to England, molilinies the strength 
of Canada for the common cause. 


CONFEDERATION LIFE ASSOCIATION 
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Bank-Insurance.| 14/3 15/9 || 48% 
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_ Insurance-Units . | 14/3 | 15/6 || 44% : 


‘| Investment-Trust 9f- | 10/3 || 68% 


“Scotbits” . . .| 10/6| 11/9 | 54%| ; 


Cornhill 4°/, Deb. 


(redeemable1952) | 20/3 | 21/3 | 33%| : 


MANAGERS: 
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Chairman : The Rt. Hon. C. A. McCurdy, K.C. 


Managing Director : George Faber, O.B.E. 
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A Banker’s Diary 


THE last few months have witnessed some interesting 
movements in the New York foreign exchange market. 
Krom time to time a remarkably firm 
Axis Funds tendency has been evident in various Latin 
an American exchanges, especially in the 
Argentine peso, and also in Swiss francs 
and Swedish kroner. The cause of this firmness lies in 
the hurried removal from the United States of funds 
belonging to Germany or Italy, in anticipation of a 
‘“ freezing '’ order by President Roosevelt. Pressure in 
favour of freezing Axis assets in the United States has 
been growing for some time in the American Press and 
in American political circles, but at the time of writing 
there are no indications whether the Administration 
intends to adopt this course. Nevertheless, the German 
and Italian Governments prefer to be on the safe side, 
and are endeavouring to reduce the amount which would 
be caught by a freezing order. This is easier said than 
done, however. The task of choosing an alternative haven 
for German and Italian funds is by no means easy. If one 
of the South American countries is chosen, there is a risk 
of the funds being frozen either by political action or by 
exchange control. Nevertheless, Berlin and Rome have 
evidently decided to take that risk up to a point. At the 
same time, however, they have transferred some of their 
assets to Switzerland and Sweden, even though there 
seems to be little point in building up a big credit balance 
in either of these two countries, unless the dollar proceeds 
of the transfer have been in some way earmarked for 
German or Italian account—in which case these funds 
should still be regarded for blocking purposes as still 
belonging to the Axis. The chances are that the demand 
for Swiss francs and Swedish kronor was not on account 
of the German and Italian Governments, but on account 
of Nazi and Fascist leaders who wish to transfer their 
ill-gotten gains to a country which is not likely to freeze 
the Axis assets. 


COLLABORATION with General de Gaulle and the Council 


—— 060l ri g 
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of Defence of the French Empire has been carried a step 
further by the signing of two agreements. 
a The first of them provides for the credits 
Seane necessary for financing the war effort 
pursued by the Free French forces. Instead 
of having to negotiate separately with the Treasury for 
each item, General de Gaulle’s Committee will have 
henceforth a budget of its own. The second agreement 
deals with financial relations and foreign exchange ques- 
tions between the British Empire and the territories of 
the French Empire which refused to accept the armistice. 
It fixes the exchange rate at 176.625 French Colonial 
francs per £1, which is the same as the level of the French 
franc before the armistice. The colonies of the Free 
French Empire can freely dispose of the foreign exchange 
proceeds of its exports and gold production, under the 
control of the Council of Defence of the French Empire 
which, if necessary, will be in a position to use the surplus 
exchange resources of one colony in order to meet the 
deficit of another. The new arrangement is comple- 
mentary to the recently concluded economic agreements, 
and those about to be concluded, with various Free 
French colonies in order to secure markets for their 
products. 


SOME time before the end of the financial year it became 
clear that the Chancellor’s revenue estimate of {£1,360 
millions would after all be exceeded by a 


ll q fair surplus. Thanks to the new system 
Prospect of tax deduction at source, revenue receipts 


have remained buoyant well into the final 
weeks of the financial year, and with nine days still 
to run only £3.7 millions remained to be collected 
in order to achieve the estimated total. This suggests 
that the total finally realized should somewhat exceed 
£1,400 millions. Expenditure, on the other hand, should 
total about £3,850,000, giving a revenue deficit of the 
order of £2,400—{2,500 millions. 

During the past twelve months, even this enormous 
deficit has involved comparatively little resort to in- 
flationary finance. To the extent probably of some 
£1,200 millions it has been covered by current savings, 
while extra-budgetary receipts from gold losses and 
B 
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other sources have covered by far the greater part of 
the remainder. In the event, clearing bank deposits 
(adjusted for the change in transit items) show a rise 
on the year of only £306.1 millions, part of the Govern- 
ment’s borrowing through the banking system having 
been offset by the repayment of slightly more than 
{100 millions of loans to private customers. As is 
evident from the contraction in the true volume of 
cheque clearings, moreover, probably the whole of the 
additional money created during the year has been 
allowed to lie dormant against future contingencies 
instead of coming on to the consumption markets. 


UNFORTUNATELY, the latter part of the year has seen a 
marked decline in consumption goods output, so that 
an actual reduction in consumption expendi- 

a ture by the same proportion would have 
Methods been needed to prevent the emergence of 
incipient inflationary tendencies. Looking 

ahead, there can be no doubt that this incipient inflation 
will be greatly accentuated during the next twelve 
months unless the forthcoming budget sees the adoption 
of drastically changed financial methods, such as the 
rationing of retail expenditure advocated in this journal 
last month. Ignoring the complicating factor of the 
Lease-and-Lend Plan, which affects both sides of the 
balance-sheet, expenditure during the coming year is 
likely to exceed {£5,000 millions and although both 
revenue and savings should expand as an automatic 
result of the rising national money income, last year’s 
net gap of a mere {£400 millions is likely to be doubled 
or even trebled. Thus we must now be thinking in 
terms of an inflationary gap of the order of £1,400 
millions rather than £400 millions, and it is the manifest 
impossibility of raising anything of this order from 
conventional taxes and voluntary savings which necessi- 
tates a completely new approach to the financial problem. 


NOTWITHSTANDING the excellent showing made by 
revenue and the very satisfactory savings figures, 
Treasury renewed borrowing from the banking 
Deposit system became necessary even before the 
Borrowing end of the financial year. In the early 
Resumed weeks of March, the renewed issues of 
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Treasury deposit receipts served only to cover maturing 
deposits made last September, but in the latter half 
of the month the weekly issues have involved a call 
for as much as £30 millions of fresh money. Actually, 
this seems to have been substantially in excess of the 
Government’s current requirements, resulting in a sharp 
contraction in the credit base. In the week to March 19, 
as will be seen from the following table, bankers’ deposits 
suffered a decline of £14.9 millions to the comparatively 
low level of £95.2 millions, this movement being the 
clear counterpart of a drop of {15.6 millions in the 
Banking Department’s securities holding. 


ANALYSIS OF BANK RETURNS 
(£ millions) 


Public Total Bankers’ 

deposits Reserve securities deposits 

Feb. 26 .. es ‘is 14°6 284 179°I I21°7 
Mar. 5 .. ‘a “a II‘-7 24°3 184°7 125°4 
> 7 sia 13°4 23°1 172°6 IIO*I 

1g .. we ‘a 14°7 23°1 157°0 95°2 

26 22°0 19'9 IgI'l 118-6 


In the following week, bankers’ balances recovered 
sharply as the result of an expansion in the credit base 
due to a sudden jump in the discounts item to £45.3 
millions, obviously reflecting temporary borrowing by 
the Indian Government, pending maturity of its 
Treasury bill holdings. 
ONE reflection of the renewed abundance of short-term 
credit has been a fresh rise in total applications for 
Treasury bills, which at the beginning 
— Rate of the month reached yet another fresh 
oom in record level of over {160 millions, as 
compared with the previous peak of £152 
millions in November. In response to this intensified 
competition, which reduced the market quota to a 
mere 15 per cent., the market syndicate decided once 
more to raise its bid to levels which left only the most 
exiguous margin over the cost of I per cent. clearing 
bank money. Though these tactics succeeded on the 
first occasion in raising the market allotment to 42 per 
cent., this result was once again due wholly to the 
element of surprise and not to the raising of the rate 
as such, for in the succeeding week the market quota 
B2 
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fell once again to 24 per cent. On this occasion, more- 
over, the average rate of allotment actually fell below 
the {1 mark for the first time since the beginning of 
the war, since sterling area banks and other inside 
applicants are, of course, easily able to outbid the 
market by tendering at rates actually below the cost of 
short money. With the payment for Indian vested 
stocks, total applications on March 21 fell sharply from 
£153-8 millions to {131.6 millions, so that the market 
was able to restore its bid to the more reasonable level 
of {99 14s. 10d. and yet secure a small allotment of 
17 per cent. The use of a large proportion of India’s 
sterling balances for the repatriation of debt should leave 
a somewhat larger margin of bills available to the 
discount market in coming months. But there is no 
doubt that India’s sterling balance of payments will 
permit a continued accumulation of funds, while the 
effect of the recent vesting operation itself will be offset 
to the extent of some {12 to {£15 millions by India’s 
requisitioning of dollar stocks from her nationals, the 
dollar proceeds of which will become available to the 
central exchange pool against payment in sterling. 


In February, a further contraction in the volume of 
bank credit was made possible by the peak revenue 
inflow. Superficially, the month’s decline 

Ben of £47.8 millions in deposits to {2,708.8 

Contract Millions does not appear very much greater 

than in January, when gross deposits 
reacted by £43.4 millions from the December record level 
of {2,800.0 millions. In reality, however, last month’s 
fall was much steeper, since the underlying movement 
was damped down by a slight increase of {5.4 millions 
in transit items, whereas in January it was exaggerated 
by a sharp decline of {22.9 millions in this item. Thus, 
the fall in true deposits last month was as much as 
£53-2 millions, against no more than {20.5 millions in 
January. 

Movements in individual items follow very much the 
same pattern as in previous months. After its momentary 
check in January, the persistent decline in bank advances 
has been resumed with a further fall to £899.6 millions, 
the lowest figure since February, 1937, and a decline of 
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slightly more than {100 millions on the year. As in 
previous months, however, this movement was more 
than offset by a sharp jump in investments, which at 
their fresh record level of {814.4 millions now show 
a jump on the year of as much as {205.8 millions. 


CLEARING BANK RETURNS 


(£ millions) 

Feb., Change Change 

1941 on month on year 

Deposits aa - .. 2,708°8 — 478 +3432 
Cash a . ats wis 283°6 + 4°55 + 3673 
Call money ws a “ws 127°9 + 2-7 — 21-2 
Discounts - -- Ke 210-0 —59°2 —143°1 
Treasury deposits a - 329°5 —II-0 +329°5 
Investments .. ‘is 814-4 +25:2 +2058 
Advances - i - 899°6 — 99 — 100-2 
Acceptances... wa “on IOI — 45 — 61 

é, % % % 

Cash to deposits a - 10°47 +0°35 + 0-02 


In part payment for these additional securities, 
it is interesting to note, the banks cashed in before 
maturity {11.0 millions of Treasury deposit receipts, 
the issued total of which was unchanged during the 
month. The decline in deposits is mainly associated 
with a further sharp fall of £59.2 millions in discounts 
to {210.0 millions. This is by far the lowest figure since 
the bill famine of 1939 and is due to a very similar 
set of conditions. For although the weekly offer of tender 
bills is maintained at the high figure of £65 millions, the 
proportion of this available to the discount market 
is being progressively reduced by the piling up of sterling 
area funds and the increase in the liquid resources of 
outside institutions resulting from the expansion in 
bank deposits. Last month, however, a contributing 
factor may have been the redemption of the maturing 
Treasury Ones, which the banks would presumably 
have classified as bills. This operation was also responsible 
for an increase of {87.2 millions in floating debt, which 
otherwise would have shown a slight decline during 
February. 
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Securities under the Defence 
Regulations 
By C. J. Shimmins 

HILE it is true to say that the volume of stock 
\X/ exchange transactions passing through the 

banks’ securities departments has decreased 
appreciably since the outbreak of war, the work of these 
departments has been augmented by the varied and 
numerous statutory orders issued under the Defence 
(Finance) Regulations. In this article the meaning and 
effect of these regulations will be discussed. 


1. Restricted Securities. 

On August 25, 1939, the Treasury issued an Order 
under the Defence (Finance) Regulations in reference 
to those securities in respect of which the principal, 
interest, and dividends are payable* in the currencies 
of any of the following countries: Argentina, Belgium, 
Canada, France, Norway, Sweden, Switzerland, United 
States of America, Holland and Dutch East Indies. The 
Order (a) required registration at the Bank of England of 
all holdings of such securities and (0) prohibited the owners 
of these securities from selling, transferring, or pledging 
them unless permission for the transaction has previously 
been granted by the Treasury. Registration had to be 
effected on Form S1 before October 9, 1939, by the 
““ owner,’”’ who was sweepingly defined as “ any person 
who has power to sell or transfer a security, or has the 
custody thereof, or who receives, whether on his own 
behalf or on behalf of any other person, dividends or 
interest thereon, or who has any other interest therein.” 
After registration, Certificate S 1 B is returned and 
should be attached to the relative security. 

In the case of a transfer of these securities—now 
permissible after having been prohibited for many 
months—Section 2 of the Form must be completed 
with the name of the new owner, along with Form S 2 
with Section 1 completed in both original and duplicate, 
the name of the new owner being also given. If the 
Bank of England sanctions the transfer, the original 
Form S 2 will be returned, stamped to the effect that the 
new owner has been registered, and this Form should be 


* Or payable at the holder’s option. 
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attached to the security. If only a portion is being 
transferred, an additional copy of Form S 2 should 
be lodged, completed as regards Section 1 in respect of 
the balance remaining in the name of the existing owner. 

Under the Securities (Restrictions and Returns) 
No. 2 Order 1940 (S.R. & O. 1940, No. 1590) issued on 
September 3, 1940, the currencies of the following 
countries were added :—Belgian Congo, Netherlands 
West Indies, Newfoundland, Panama, Philippine Islands 
and Portugal. Securities payable as to _ interest, 
principal or dividends in these currencies had to be 
registered before October 2, 1940, or within fifteen days 
from the date on which a person became the owner of 
these securities. These Orders originally applied to 
British nationals residing in the United Kingdom, but were 
later extended to include United States dollar securities 
held by banks, or under their control, on behalf of or to 
the order of residents in India or banks or branches 
thereof in India. 


De-registered Securities. 

Since the imposition of Exchange Control, lists 
have been issued of securities that have been de-registered. 
For reference purposes, the following are the relative 
Statutory Rules & Orders :— 

1. 1940, No. 356—Buenos Aires, Chile, Greece, Russia, etc. 

2. 1940, No. 972—Brazilian Loans. 

3. 1940, No. 1761—Government, Provincial and City Loans of 
Belgium, France, Holland and Norway denominated in cur- 
rencies of these countries. In these cases, where the securities 
have already been registered, the St forms may be destroyed. 


It was soon found that many cases arose where 
securities had not been registered within the appropriate 
time (the largest number of innocent defaulters being 
solicitors !). While the Bank of England accepts these 
late registrations, the defaulting party or his agent must 
submit a written explanation and certificate stating :— 

(a) That the securities in question have been in his continuous 

beneficial ownership since September 3, 1940, or in case of 
securities affected by the original Securities (Restrictions and 


Returns) Order, 1939, since August 26, 1939; 

(b) that the beneficial owner is a resident British subject ; 

(c) that he owns no other registerable securities which have not 
been registered, and 

(d) giving the reason for the delay in registration. 








10 THE BANKER 


Heavy penalties may be imposed for evasion of these 
registration regulations. 
Securities Transferred to Canada. 

On June 17, 1940, the Treasury banned dealings 
in all securities registered at the Bank of England under 
the above regulations. It subsequently transpired that 
those certificates and bonds lodged by banks and stock- 
brokers had been shipped to Canada for safety, being 
lodged with the United Kingdom Security Deposit in 
Montreal. On July 18, the resumption of dealings was 
permitted as regards securities held abroad under the 
full control of the seller, and provided the sale was made 
to a non-resident. Application was made to the Bank 
of England on Form S 6 (in duplicate). On October ro, 
owners of shares in some Canadian concerns having both 
a London and Canadian address (e.g. Bank of Montreal 
shares, and Canadian Bank of Commerce shares) were 
permitted provided the sales were to Dominion buyers, 
application being made on Form § to (in triplicate), 
altering paragraph 6 to read, “‘ the security detailed above 
is now in the United Kingdom as explained in the 
accompanying letter.” Form X, quoting the Bank of 
England’s permit number, must be lodged to obtain the 
issue of the export certificate C for the transmission to 
Canada of the discharged warrant from the London to 
the Canadian Register. The currency proceeds of the 
sale must be delivered to a bank for sale to the Exchange 
Control. On October 1, the issue of permits was resumed 
for the sale abroad of securities held in the United 
Kingdom Security Deposit, Canada, while on November 
25, 1940, dealings were resumed between residents in 
this country in about 140 Canadian, Argentine, and 
Brazilian and other securities, the only conditions being 
approval by the Bank of England on Form S 2. On 
December 16, a further list of 120 securities was issued 
which included the more popular counters, such as 
International Nickels, Brazilian Tractions, and Canadian 
Pacifics, the only condition being approval on Form S2, 
as explained earlier. 

Many of these securities are now at the Depositary in 
Canada. In the case of a sale, the following is the 
procedure :— 

(a) The relative S 1 (B) or S 2 forms must be given up for delivery 
to the Bank of England. 
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(b) The release of the security is obtained by completion of 
Form P 6 (for securities with coupons) and Form P7 (for 
securities without coupons—e.g. those “in market names’). 
The application is made in triplicate, and must be signed by 
two authorized signatures, quoting the identification numbers 
of the corresponding P 1 or P 2 forms. 

(c) The above forms are lodged at the Securities Registration 
office of the Bank of England, and in exchange a Call Ticket 
is given which is later exchanged for a Security Deposit Receipt. 

(d) Where the certificates have not been endorsed (this fact will 
be indicated on Forms P 1 and P 2) it will be necessary to 
obtain a signed Stock or Bond Power in respect of each certi- 
ficate or bond. 

(e) Where the certificates are not stamped with British Stamp 
Duties, and this is exigible, the sale may proceed, payment of 
the duty being made to the Bank of England for transmission 
to the Inland Revenue. 


Acquisitions by the Treasury. 


The following is the list of the acquisition orders to 


date :— 
S. R. & O. 
1939 Relating to: 
1. No. 1428 .. Dominion of Canada 3} per cent. Stock 1930/50. 
1940 

2. No. 213 ~+.. +60 American industrial and railroad securities. 

3. No. 527. +.. +417 American securities. 

4. No. 951  .. Dominion of Canada 4 per cent. Stock 1940/60. 

5. No. 1864 .. 60 Canadian Stocks and Bonds. 

6. No. 1865 .. Grand Trunk Railway Consolidated 4 per cent. 
Debenture Stock. 

7. No. 1979 .. Securities registered with the Bank of England 
since Acquisitions 2 and 3 above. The prices 
given were much lower than in the earlier acquisi- 
tions. 

8. No. 2114 .. 66 United States Dollar Securities. 

1941 

g. No. 20 .. Over 100 United States Securities. 

10. No. 142 Seven Indian Government Sterling Stocks. 


In comunalliin with these acquisitions, the following 


are the more important forms required :— 


(1) R1, which is the Delivery Note and is in three sections. 
Section 1 is delivered to the Bank of England with the following 
documents attached : 

(a) the security or any necessary documents of conveyance, 

(5) relative certificate, S 1(B) or S 2, issued by the Bank of 
England. 

Section 2 is for delivery to the customer on receipt of the 

proceeds and Section 3 is retained by the Bank. 

(2) R 4 (white) is the summary for listing the delivery notes. 
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(3) R 5 (buff) is used where the public lodge securities with a bank 
or stockbroker and is retained by the latter. 

(4) R 6 (green) is completed by customers having American Dollar 
securities abroad and where it is desired to surrender the 
securities direct to the Bank of Montreal, New York. The 
Bank of England (or its agents in Northern Ireland and Isle 
of Man) will issue a Deposit Voucher (bearing an identification 
number) which should be forwarded to the custodian abroad 
for attachment to the securities when delivery is made in New 
York. 

(5) R15 is required when it is desired to deposit securities held 
abroad direct with the U.K. Security Deposit in Montreal. 
The Bank of England will issue a Deposit Voucher as in (4) 
which should be sent to the custodian in the same way. This 
form relates to Canadian securities. 

(6) P 8 is for use in respect of American securities held by the 
U.K. Security Deposit, Montreal, to be delivered to the Bank 
of Montreal, New York. Instructions for delivery may be 
made by mail or cable, and the forms (completed in triplicate) 
must be signed by two authorized officials of the Bank on 
whose account the securities are held. The composite number 
of the Forms P 1 or P 2 must be quoted. 

(7) P 11 is for use where securities are held at the U.K. Depositary 
(excluding those under P 8) and which must be surrendered. 
The form is similar to P 8. 

Forms R12 and R13 are similar to forms R 4 and R5 but in 
addition attach Forms B or D (declarations under the Trading 
with the Enemy Act 1939) completed as to Section 1. These 
are for use only in special cases, e.g. Grand Trunk Railway 
4 per cent. Consolidated Debenture Stock. 

Points to note in surrender of securities under Acquisition 
Orders :— 

(a) Where there is a printed form of transfer on the 
back of the certificate this should be signed, the name 
being exactly as shown on the face of the certificate. 
If a signature cannot be obtained, a stock or bond power 
of attorney should be obtained. 

(b) The space for the date should be left blank, 

and the name of the transferee should also be left blank. 
(c) The signature on the certificate, stock or bond 
power must be witnessed, and confirmed by a bank. 
The latter confirmation is not required where the 
certificates are in the names of a “‘ market name”’ or 
member of the London or Associated or Provincial 
Stock Exchanges. 

(zd) If the certificates are in the name of Limited 
Companies, Corporations, Societies or Institutions, the 
certificates must be endorsed with the signed guarantee 


Re 
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that all the necessary papers have been filed with the 
Registrar and/or Transfer Agent to ensure transfer. 

(e) No British stamp duty is payable in respect of 
the delivery of the securities. 

(f) In the case of deceased holders, the Treasury 
requires a certificate in duplicate stating :— 

(1) That documents have been lodged with the company confirming 

the appointment of Executors/Trustees. 

(2) That the Executors/Trustees are still living. 

(3) That there is nothing in the will (or Trust Disposition and 
Settlement in Scotland) precluding the Executors/Trustees 
from making a valid sale or transfer of the security. 

(4) That there is no impediment existing which precludes the 
Executors/Trustees from still signing as such. 

(5) That the documents supporting the appointment of Executors/ 
Trustees will be forthcoming to the Transfer Agent if necessary. 

(g) Commission at the rate of 2s. 6d.% on the considera- 
tion money will be paid by the Bank of England and 
should be added to the amount to be received. 

On the whole the system of registration of restricted 
securities has worked reasonably well. Many of the 
registration omissions were due to the difficulties of 
deciding on the particular securities to be registered, 
while on the other hand many securities were registered 
(and accepted for such by the Bank of England) which 
in fact did not require registration. The expedient system 
would have been for the Bank of England to issue lists 
of the securities requiring registration. Cases have 
occurred where the same securities have been registered 
twice on behalf of the same owner, and it was surely to 
prevent this that the definitive numbers of bonds, etc., 
were required to be given on the S 1 forms. 


Enemy Taint or Non-Resident Interest. 

Hitherto we have been concerned with the procedure 
whereby the Exchange Control mobilises the country’s 
reserves of foreign securities. Another important object 
of exchange control is to ensure that no securities shall 
be sold by or on behalf of an ‘‘ enemy,” unless the Board 
of Trade sanction such a transfer. Under the Trading 
with the Enemy Act, 1939, the term enemy means 
any State, or Sovereign of a State, at war with His 
Majesty ; any individual resident in enemy territory 
(no matter what nationality); any body of persons 
(whether corporate or unincorporate) carrying on business 








14 THE BANKER 


in any place, if and so long as the body is controlled 
by an enemy; any body of persons constituted or 
incorporated in, or under the laws of, a State at war with 
His Majesty ; and as respects any business carried cn in 
enemy territory, any individual or body of persons 
(whether corporate or unincorporate) carrying on that 
business ; but it does not include any individual by 
reason only that he is an enemy subject. The Act does 
not apply to British prisoners of war detained in enemy 
territory, but would apply to other British subjects 
resident or interned in, say, Germany or Norway. 


Acting under the advice of the Board of Trade, 
companies required a declaration, usually on the back 
of transfers, and signed by all the parties, to the effect 
that there has been no infringement of the Act. 


In May, 1940, the Treasury issued comprehensive 
regulations for dealing with transfers of shares by resi- 
dents of the “ sterling area’’ and non-residents respec- 
tively. These transactions may be classified as: between 
residents, from a resident to a non-resident, from a 
resident to some residents and some non-residents, and 
finally between non-residents. 


(a2) Transfers between Residents —On the registration 
of transfers of registered or inscribed stocks Form D 
(=Deed) must accompany the transfers, and is retained 
by the company. Sections I and 2 are completed and 
signed by the transferor (or seller) and transferee (or 
buyer) or their agents, e.g. solicitors. The declaration 
is supported by a bank appointed to approve Form E.1 
(or other authorized person, e.g. member of stock 
exchange) stamping and signing in the space provided. 
As regards bearer securities Form B (Bearer) must be 
completed in Sections 1 and 2, and stamped and signed 
by a bank as already explained. After completion, the 
form (which is in duplicate) must be lodged for approval 
with the Bank of England, an authorized bank or the 
Share and Loan Department of the London Stock 
Exchange. The bank should cancel Section 3 and 
signify the approval by stamping and signing Section 4. 
The duplicate Form B is retained by the bank and 
ultimately delivered to the Bank of England. Where 
a Form B is already attached to the securities, this form 
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will be delivered to the Bank of England, and if a 
portion only of the securities is resold a new Form B 
covering the unsold balance will be issued against 
surrender of the old Form B. 

(b) Resident to Non-Resident.—In the case of registered 
and inscribed securities, the procedure for the completion 
of Sections 1 and 2 is similar to that for residents, but 
in addition Section 3 must be completed and signed by 
a banker to the effect that the current market value of 
the security has been paid out of monies belonging to a 
non-resident. The bank should indicate the type of 
account being debited with the cost, e.g. a “ blocked 
sterling account.’ Section 4 is then completed and 
signed as already explained. As regards bearer securities 
the procedure is similar to that already described under 
(a) except that in addition the completion of Section 3 
by a banker is required. The Bank of England is now 
prepared to issue to a non-resident purchaser at the 
time of purchase, a licence (Form M) to sell the securities 
on a stock exchange, the licence being valid for an 
unlimited period. This licence will not be granted where 
the securities are purchased with funds at credit of a 
“blocked sterling account,’’ or funds invested as an 
alternative to crediting a blocked sterling account ; or 
where securities are purchased in exchange for other 
securities sold for that purpose under licence from the 
Bank of England. The Form M will state the type of 
account to be credited with the proceeds of a subsequent 
sale, being the same type of sterling account as that 
which was debited with the amount required to finance 
the original purchase. The object of this modification 
of the exchange regulations was to encourage the invest- 
ment in sterling securities of balances accumulating on 
account of non-residents. The volume of new invest- 
ment resulting from these modifications has been small. 

(c) Mixed Resident and Non-Resident Transferees.— 
Where some of the parties who will have an interest in 
certain securities as transferees are resident and others 
non-resident, reference must be made by letter to the 
Bank of England prior to the transaction, stating the 
circumstances in which the security will be held. When 
the Bank’s ruling has been given approving the tran- 
saction, Form D or B will be completed as previously 
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explained, Section 4 being completed, stamped, and 
signed by the Bank of England. 

(d) Transfers Between Non-Residents.—Before a non- 
resident can sell or transfer securities in which he has 
an interest (unless he holds Form M), a licence must first 
be obtained by application on Form L in duplicate to 
the Bank of England or the Share and Loan Department 
of the London Stock Exchange. As regards registered 
and inscribed securities, the application must be accom- 
panied by the stock or share certificate, and a declaration 
by the secretary or registrar of the company, or by a 
banker in the United Kingdom, that the security has 
been held by the registered or inscribed holder con- 
tinuously since September 2, 1939. If the licence is 
granted (it is given only in exceptional cases) it will 
state whether the security may be sold to any person 
or to a non-resident only. When a licence has been 
issued Form D will be completed as in (a) if to a resident 
and in () if to a non-resident, and in both cases Section 4 
must be stamped and signed by the Bank of England, an 
authorized bank or the Share and Loan Department of 
the Stock Exchange. The licence is delivered to the 
party signing Section 4 who will complete Section D 
as to serial number of licence, and later deliver it to the 
Bank of England. The number of Form D should be 
entered on the licence. The licence will be necessary 
to support an application on, say, Form E.r1 to transfer 
funds to the non-resident. 

As regards Bearer securities, the procedure is somewhat 
similar. The application for the licence must be accom- 
panied by the actual security or by an affidavit or 
certificate signed by a banker in the United Kingdom 
showing that the security is physically held in the 
United Kingdom, and, if possible, a certificate by a banker 
that the security has been so held since September 2, 
1939. Evidence will also be required of the date and 
place of acquisition of the security. In the application 
for a licence in the case of bearer securities acquired after 
May 12, 1940, the relative B Form must accompany the 
application. The subsequent procedure is similar to 
that described for registered securities, the duplicate 
B Form being retained by the Bank signing Section 4, 
and the original being attached to the security. 
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Transfers by operation of law or by inheritance are 
exempt from these requirements, but the usual practice 
is to require a letter from the solicitors presenting such 
transfers for registration, stating that the transfer or 
acquisition of the security arises by operation of law or by 
inheritance. Such certificates may also be signed by 
bankers or by authorized officials on behalf of the 
Public Trustee. 

The present precautions for dealing in securities 
provide a satisfactory method of ensuring that no 
“enemy” interest acquires a right in a security or is 
able to realize a particular security. There is, of course, 
the danger of fraudulent declarations in support of sig- 
natures, but certain checks could be instituted to curb 
any such irregularities. The main difficulty has been in 
sales for non-residents, these interests sometimes being 
disclosed only after the sale has taken place. In not a 
few instances the Exchange Control has insisted upon 
such transactions being reversed. 


Coupons and Dividends 
By C. P. Christian 


N normal times, the chief complication in the 
[conection of coupons and dividends payable in foreign 

currency arose out of movements and differentials in 
exchange rates. Where no alternative place of payment 
was specified, to be sure, all that the collecting banker 
need worry about was to remit in good time to enable 
his correspondent to collect. The important item of 
insurance would be attended to on this side. An 
alternative place of payment, however, usually meant 
the choice of an alternative currency. In deciding 
on which centre to collect, therefore, the question 
of exchange would be an important factor to take 
into consideration, together with correspondents’ com- 
mission, postal charges, insurance costs and any other 
item entering into the cost of collection. Provided rates 
were fairly stable then that centre would be chosen, 
other things equal, whose currency was firmest in 
terms of sterling. With violently fluctuating rates, 
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however, there could be no assurance that the decision 
made would ultimately prove the most advantageous 
for a centre showing a premium at the time of remittance 
might have fallen to a discount by the time the proceeds 
came to be remitted. 

While in wartime the principal exchange rates 
have been controlled and the number of available 
centres reduced, the task of the collecting banker is 
now enormously complicated by the exchange regula- 
tions. As is well known, all residents in the United 
Kingdom were required to sell to the Government 
Foreign Exchange which they had the power to sell, 
or of which they had the power to procure the sale. 
Naturally, coupons are among the documents represent- 
ing foreign exchange, remittances of which will be passed 
by the Censor only if accompanied by some evidence 
of official permission to remit. Application for this 
permission is made on Form X and addressed to the Bank 
of England or one of the Banks mentioned in List ‘‘A”’ 
of the Bank of England as being authorized to deal in 
all foreign currencies. If the application for export 
is granted Form C is issued. It is interesting to note 
that the names of these and other forms help one to 
remember their application, since ‘‘ X ’’ is said to stand 
phonetically for Export while ‘‘C’”’ stands for Censor, 
“ T ” for Travelling and ‘‘G”’ for Gold. At first, Author- 
ized Dealers were allowed to issue Form C for the export 
of Drawn Bonds, Coupons and Dividend Warrants on 
application being received on Form X, but under present 
regulations it is necessary for such applications in 
respect of Drawn Bonds and Capital Repayment Claims 
to be made direct to the Bank of England who issue 
Form C. 

As a preliminary to remitting Coupons and Dividend 
Warrants abroad, an Authorized Dealer now makes 
formal application to himself on Form X, which must 
give full details of the remittance, the destination and 
the date acquired. A declaration is made thereon that 
the Trading with the Enemy Act is not being contra- 
vened. If collection is being made on behalf of a person 
resident in the United Kingdom, the Authorized Dealer 
undertakes that the proceeds will be sold to the Control 
unless such resident has permission to retain the proceeds 
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in currency. Where collecting for non-resident accounts, 
no such undertaking is necessary, since non-residents 
are of course entitled to retain such currency if desired. 
Form X should be filed and sent to the Bank of England 
at the end of the week. Having made such application 
to himself the Authorized Dealer is not called upon to 
issue Form C, since the Censor is authorized to pass 
such remittances of Coupons and Dividend Warrants 
if accompanied by any Form, such as a copy of the 
details of the remittance, or an enclosure envelope, 
bearing an official signature of the remitting Bank. 

Other exporters must make a similar application 
on Form X to the Bank of England or an Authorized 
Dealer. If the remittance is for a resident account, 
an undertaking is required that the proceeds will be 
sold to the Control unless permission has been obtained 
to retain the currency. For remittances on non-resident 
account, no such undertaking is necessary. If the 
coupons are being collected for Enemy account, or for 
account of a person resident in occupied territory, a 
declaration is required that collection is being made on 
behalf of the Custodian of Enemy Property. Whether 
the proceeds in the latter case are to be sold to the 
Control will depend on the instructions of the Custodian. 
If the application is successful, the Bank of England 
or the Authorized Dealer issues Form C—which must 
accompany the remittance or the Censor will return it. 
Form X is in all cases retained by the Authorized Dealer 
and sent to the Bank of England. 

Where Drawn Bonds are being remitted, all applica- 
tions are addressed to the Bank of England and Form X, 
apart from giving details of the remittance (including 
the numbers of the bonds) the destination and the 
date acquired, bears “ Resident ’’ or ‘‘ Non-Resident ”’ 
and “‘ Non-Enemy ”’ Declarations as provided by Form D. 
This Form in itself has nothing to do with the export 
of Drawn Bonds, but the declaration there found covers 
the Resident or Non-Resident Declaration as well as 
the required Non-Enemy Declaration, the effect of the 
latter being that since September 3, 1939, there has been 
no direct or indirect enemy interest within the meaning 
of the Trading with the Enemy Act, 1939. Where it is 
found that Drawn Bonds belonging to a resident in the 
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United Kingdom have not, for some reason, been regis- 
tered with the Bank of England, then Form X is lodged 
with an undertaking to sell to the Control; but where 
such Bonds have been so registered then no application 
is necessary on Form X, and Form C is issued when 
Form S.8 is lodged with the Bank of England. Form S.8 
is lodged when Bonds—having been registered with the 
Bank of England—are drawn and permission is sought 
to realize the capital repayable and in itself gives an 
undertaking to sell the proceeds to the Control. 

The declaration, as required by Form D, usually 
discloses that the security is the property of a non- 
resident, in which case his name and address and nation- 
ality are also required, no undertaking to sell the proceeds 
being necessary. Where the Non-Enemy Declaration 
cannot be given because the beneficial owner is resident 
in Enemy or Enemy-occupied Territory, a declaration 
stating that proceeds are being collected on behalf of 
the Custodian of Enemy Property is required. Whether 
the proceeds are to be sold to the Control or not will 
depend upon the Custodian’s instructions. Where 
Form C has been issued by the Bank of England in 
the name of one dealer who later negotiates to another 
dealer, the Bank of England will, if satisfied, substitute 
a new Form C in the name of the second dealer who 
now encloses it in his remittance ; no fresh application 
on Form X appears to be necessary in this case. 

If one of the requisitioned currencies is concerned, 
then proceeds collected for resident account must 
generally be sold to the Control to the credit of the 
customer’s account ; if for non-resident account, proceeds 
can be retained in currency, but if sold to the Control 
the Sterling proceeds are dealt with in accordance with 
regulations. Residents in the United States or in 
Switzerland having U.S. Dollars, Canadian Dollars or 
Swiss Francs at their disposal can sell these to the 
Control and have the Sterling credited to a “‘ Registered ”’ 
account (if the resident in question is a Bank) or otherwise 
to a “‘ Sterling Area’’ account. (There is, however, no 
compulsion to sell, and such Dollars or Francs can be 
credited or made available for such residents.) Any 
other currency must be credited to an account in that 
currency only. Thus, for example, a collection in 
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Buenos Aires on behalf of a resident in U.S.A. or 
Switzerland can only be made available by a credit to 
an account with a Bank in Buenos Aires in the name of 
the owner of the securities, who can then draw on such 
funds in Buenos Aires. As an alternative a draft on 
Buenos Aires can be sent to the U.S.A. or Switzerland 
and realised abroad. 

Currency proceeds collected for residents in Special 
Account countries* can be sold to the Control and the 
Sterling proceeds credited to ‘‘ Special’’ account if a 
Bankf, or “ Sterling Area’’ account if an individual, 
provided the currency be U.S.A. or Canadian Dollars 
or Swiss Francs, or the currency of any one of the special 
account countries. Once again, however, there is no 
compulsion to sell, and such currency proceeds can be 
credited or made available. Proceeds collected in any 
other currency—Mexican pesos, for example—can only 
be credited or made available in that currency. While 
““ Special ’”’ accounts can be opened for Banks in Sweden 
and Turkey, there is no provision for ‘“‘ Sterling Area ”’ 
accounts for other residents in these countries. Such 
credits must go to a suspense account, the effect being 
that funds so credited cannot be used without special 
permission; they are virtually “ blocked.” Sterling 
proceeds for Spanish account go to Special Account if 
fora Bank. Proceeds for other residents in that country 
are credited to the Special Account of a Spanish bank 
for the account of the owner or are placed on Suspense 
Account pending the opening of a Sterling Area Account. 
Where beneficial owners are of non-Spanish and of non- 
enemy nationality, then permission is granted to open a 
Sterling Area Account. Similar regulations apply to 
Greece. 

Where Coupons, as distinct from Drawn Bonds 
payable in Sterling are remitted from U.S.A. and 
Switzerland for collection here for account of a non- 
resident, then proceeds must be credited to a “ Registered’ 
account if a Bank, or to a “ Sterling Area ’”’ account if 


* The Special Account Countries at present are Argentine, Bolivia, 
Brazil, Chile, Greece, Hungary, Paraguay, Peru, Portugal, Spain, 
Sweden, Turkey, Uruguay. 

t Though in certain cases the Bank of England will allow special 
accounts to be opened for firms other than banks resident in the 
Special Account Country. 
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an individual or other holder. Such remittances must 
be accompanied by Form A which incorporates the usual 
Non-Enemy Declaration and a confirmation that no 
resident in the Sterling Area has, or has had since August 
26, 1939, any interest in the said remittances or if they 
were acquired from a resident in the Sterling Area 
since that date, that the Defence Regulations of such 
Sterling Area were not thus contravened. Declaration B 
is also required. This states the country of residence of 
the beneficial owner and that the relative securities 
were not, at any time after July 18, 1940, the property 
of a resident outside that country and outside the 
Sterling Area. If the place of residence is given as 
outside the country from which the remittance is received, 
then the proceeds will not be credited to the “ Regis- 
tered’ account but must be credited to a “ Special” 
account or “ Sterling Area ’’ account appropriate to the 
country where the beneficial owner resides. 

Remittances from other countries are subject to 
similar regulations, the result being that proceeds are 
credited to a “ Special ’’ account or a “ Sterling Area ”’ 
account of the country of residence of the beneficial 
owner. For example, in the case of remittances received 
from Spain, where the owner is resident in Portugal, 
the proceeds must be credited to a “‘ Special ’’ account 
in the name of a Bank in Portugal for the benefit of the 
owner, or to a Sterling Area account in the name of the 
owner. On the other hand, the proceeds of Drawn 
Bonds payable in Sterling and held here, or remitted here, 
for collection for the account of a non-resident are 
placed to a “‘ Blocked Sterling ’’ account. Such balances 
may be invested in certain named Sterling securities 
but cannot be used otherwise. No interest is allowed on 
such balances and such accounts are not to be overdrawn. 
An application to import Sterling bearer securities into 
the United Kingdom or the Isle of Man must be made 
on Form K which must accompany remittances of such 
Drawn Bonds from abroad, or the Censor will hold up 
the securities until Form K has been authorised. Sterling 
Drawn Bonds held here for Enemy Account must be 
credited to a “ Blocked Capital ’’ account, while Interest 
items are credited to the Blocked Account usual in such 
cases. 
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Quite recently, Bulgaria has been declared Enemy 
Territory for the purposes of the Trading with the 
Enemy Act. Since Hungarian balances had already 
been blocked in New York at the time of writing similar 
action was expected at any time on this side. 


The Banks and Customers’ Investments 


By J. Mead 


HILE disputes frequently occur where banking 
practice is most thoroughly codified—the litiga- 
tion around the Bills of Exchange Act at once 
comes tomind—it is a curious fact that the lack of a clearly 
defined legal basis may prove little or no handicap to the 
satisfactory conduct of business. The services which the 
banks render in connection with their customers’ invest- 
ment transactions are a case in point. There is no 
legislation directly bearing on the subject and no case 
law that is entirely apposite. Yet it is remarkable how 
seldom this gives rise to any difficulty in practice. For 
this reason, perhaps, investment advice for customers 
is a matter about which little is normally heard. At the 
present time, however, the question of the bank’s respon- 
sibilities and duties in connection with customers’ 
investments gains a topical interest from the impending 
reduction from one-half to one-third in the bank’s share 
of the gross commission on security dealings. 
As far back as 1854 Vice-Chancellor Kindersley said 
(in Bishop v. Countess of Jersey) that “it is not within 
the scope of the business of bankers to seek or make 
investments generally for their customers.”’ The growth 
of joint-stock banking has since been such that the local 
branch manager is, and has been for a long time, the 
highest official of a bank that the vast majority of 
customers ever have occasion to meet. Hence it is 
natural that the banks have never acknowledged any 
duty to give customers investment advice through their 
branch managers. The dangers that might arise in the 
exercise of such a function are too obvious to need 
stating ; nor is it any reflection on the wisdom of branch 
managers that this has to be recognized. The banking 
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machine is so vast and the investment field itself so 
diversified that it would clearly be unreasonable to 
expect every senior official to be sufficiently expert to 
give such advice, on the responsibility of the bank or 
otherwise. Practical bankers are all aware that if a 
customer needs investment guidance, the independent 
opinion of a recognized stockbroker should be obtained 
and conveyed as such to the customer. The bank in so 
doing naturally accepts a duty to seek out a skilled 
source of information, but goes no further. 

The objects for which a typical bank is established 
to-day, according to its Memorandum, are “ tocarry on 
in England and elsewhere the business of a banker in all 
its branches.’’ In so doing it may act specifically (¢nter 
alia) as an executor or trustee, or give bonds and 
guarantees on behalf of customers. The power to give 
financial advice is not mentioned and it is doubtful 
whether it is intended to be included within the general 
power to do “all things incidental or conducive to the 
attaining of the above mentioned objects.’’ Hence the 
giving of advice may actually be ultra vires; in any 
case, no bank ever undertakes to furnish it. If “ the 
business of a banker in all its branches’’ depends for 
its definition on custom, then custom, which is to avoid 
responsibility for advice, leaves no room for doubt on 
the point. 

Lord Wrenbury in the well-known case of Banbury 
v. Bank of Montreal (1918) A. C. 626, recognized the 
crucial point, as well as the practical limitations of 
branch managers, when he said that “ either advising 
on investments was within the business of bankers or 
it was not. If it was, then not the head manager only, 
but the local manager, within his district, would also 
hold authority to do that business so as to bind his 
principals. If it was not, then the head manager could 
not do it, neither could he authorize the local manager 
to do it.’”** Owing to this simple practical consideration, 
therefore, it is difficult to agree with the view of the 
late Sir John Paget, that if the question arose evidence 
would probably be forthcoming that advising on invest- 


* Unfortunately the implications of the case are inconclusive as 
far as English banking is concerned (the dispute occurred in Canada) 
and the obiter dicta quoted out of their context are apt to be misleading. 
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ments was the common practice of bankers. If it were 
shown that some of them participate in the broker’s 
commission, this authority held, a Court would very 
likely find it to be a part of banking business.* In 
the writer’s opinion, Professor Chorley’s submission was 
also open to question when in the Gilbart Lectures on 
Banking in 1939 he maintained that the Banbury case 
proves, as far as it goes, “that advising on certain 
kinds of investments as to which a banker may have 
special knowledge, such as that in regard to Stock 
Exchange securities, may very well be part of the business 
of banking.” 

It must be admitted, of course, that the limits of a 
banker’s business cannot be laid down precisely as a 
matter of law. Furthermore, a banker is bound, within 
the scope of his business, to exercise the degree of skill, 
care and diligence usual in the ordinary conduct of 
banking business and reasonably necessary for the 
proper performance of duties undertaken by him.t 
As already pointed out, however, the duty usually 
undertaken in respect of investment advice is to obtain 
the professional services of a recognised specialist in 
this field. 

Sir John Paget’s reference to the sharing of com- 
mission with a stockbroker should an investment (or 
sale) result from the service is, of course, important. 
By implication it is evidence that here is a practice of 
bankers from which they commonly derive a profit. 
But is it not disputable whether the commission is in 
any way paid by the customer to the bank for the advice, 
or even for the obtaining of the expert’s advice? If 
the commission were paid in effect by the customer, the 
degree of skill and diligence required of the bank 
(whether in advising or obtaining an adviser) would 
technically be greater than if the bank acted gratuitously. 
In this connection, however, it may well be thought that 
the distinction is purely academic and serves no useful 
purpose, although it has frequently been argued. From 
any practical standpoint, in any case, the commission is 
paid by the stockbroker to the banker. Had the 
customer employed the stockbroker direct it would 
have cost him no less. 


* Paget’s ‘“‘ Law of Banking,” 4th edition. _ 
t Hart’s “ Law of Banking.” 
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While the practice of sharing commissions therefore 
affords no ground for fixing the banker with any 
responsibility for the advice obtained from the stock- 
broker, it is true that the banker accepts a technical 
responsibility to the customer in his selection of a 
particular intermediary. (The choice of stockbroker 
invariably rests with the bank, unless the customer 
specifies a particular broker, in which case the nomina- 
tion would be asked for in writing to fix the choice as 
that of the customer.) Should the broker default in 
any way, the bank would become liable to its customer, 
but this is a purely nominal consideration when in 
practice the bank is merely allocating business between 
first-class Stock Exchange firms. What is of greater 
practical importance is that in accepting a share in the 
commission, the bank holds itself responsible to the 
stockbroker for any default on the part of the customer, 
whatever the financial standing or even the integrity of 
the latter. By the ordinary law of agency, the broker 
is entitled to regard the banker as directly liable to 
him, and this privity of contract is not affected by the 
disclosure of the customer’s name incidental to the 
completion of the bargain. This liability alone is 
sufficient to show that the banker’s share of the com- 
mission is paid not by the customer but by the stock- 
broker in return for this tacit guarantee. And if the 
banker’s earnings as an investment intermediary are 
not paid, even indirectly, by the customer, the suggestion 
that the bank earns revenue by the giving (or procuring) 
of investment advice is clearly untenable. So long as 
bankers continue to follow the normal practice of relying 
on stockbrokers for investment opinions, in any event, 
the legal niceties of their hypothetical responsibility for 
such advice are not likely to be argued in a Court 
of Law. 


a 
a 
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Mortgages under War Legislation 
By P. D. Willcock 


RIOR to the commencement of the War, a mort- 
P gage of freehold property or in some cases of lease- 

hold property was a popular form of investment, 
and, when authorised by the Trust Instrument, it was a 
type of investment which appealed to Trustees generally. 
As Mortgagees. they obtained a legal interest in the 
property by way of security and such security was 
regarded as having a particular degree of permanence. 
The Mortgagee also had a right, subject to necessary 
safeguards, to realise his security should the borrower 
fail to meet his obligations. These rights have been 
affected considerably by the war. With regard to 
Mortgages created prior to the war, the Mortgagee is 
unable to exercise certain of his rights without first 
obtaining the leave of the Court and with regard to 
Mortgages as an investment since the outbreak of War, 
it has not up to the present time been practicable to 
insure the property against war risk, with the result 
that Mortgages have lost much of their former attrac- 
tion as a security. It remains to be seen whether and 
to what extent this position will be altered as a result 
of the Compulsory Insurance Bill which is now before 
Parliament. 

The position of real property is affected by the Rent 
and Mortgage Interest Restrictions Act, 1939, as to 
rents which can be charged, by the Landlord & Tenant 
(War Damage) Act, 1939, as far as War damage to 
leasehold property is concerned and by the Courts 
(Emergency Powers) Act, 1939, which restrains Landlords 
from enforcing certain of their remedies without first 
obtaining the leave of the Court. A distinction should 
be observed in these statutory provisions in that the 
Courts (Emergency Powers) Act, 1939, applies to Mort- 
gages of any kind of property but only provided the 
Mortgage was executed prior to September 2, 1939, 
whereas the Rent Acts only apply to Mortgages of 
dwelling-houses which come within the Acts. This is 
subject to the exception that in the case of houses first 
brought within the Acts by the Rent Act of 1939, the 
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Rent Acts apply whether a Mortgage was created before 
or after September 2, 1939. 

The damage caused by enemy bombing made it 
necessary to grant some relief to lessees and this may be 
illustrated by a case decided by the Courts shortly 
after the last war. Thus, in Redmond v. Dainton 
(1920) 2 K.B. 256 a lease of a dwelling-house contained 
a covenant by the lessee that he would at all times 
during the term of the lease keep the house in a proper 
state of repair. The house was struck by a bomb 
dropped from an enemy aeroplane and was damaged, 
and it was held that the lessee was liable to repair the 
damage. Now, by the Landlord and Tenant (War 
Damage) Act, 1939, Section I, an obligation to repair 
imposed on any person in relation to land is to be con- 
strued as not extending to the imposition of any liability 
on that person to make good any war damage occurring 
to that land. Further, the obligation to carry out such 
ordinary repairs as are not covered by “ war damage ”’ 
is suspended by the occurrence of war damage, if it is 
impracticable to carry them out, or if to do so would be 
no substantial advantage to the owner. 

An even more serious drawback to leasehold property 
as a mortgage security is brought about by the right 
given to lessees, if their property has suffered war 
damage, to disclaim their leases. This power is conferred 
by Section 4 of the Landlord and Tenant (War Damage) 
Act, 1939, and if the property is unfit by reason of war 
damage the tenant may serve on the Landlord either 
(a) a notice stating that he elects to disclaim the lease, 
or (b) a notice stating that he elects to retain the lease 
on the terms specified in the Act. If no such Notice has 
been served by the tenant, the Landlord may serve 
upon the tenant a Notice which is called a “‘ Notice to 
elect,’’ requiring the tenant to serve on him within a 
period of one month, either a notice of disclaimer or a 
notice of retention. If the tenant does not comply with 
this notice, he is deemed to have served a notice of 
retention. The Court of Appeal has now decided that 
where a tenant has served Notice of Disclaimer of his 
Lease under Section 4 (1) of the Act on the ground that 
his premises had been rendered unfit for the purposes 
of his business as a result of enemy action, the word 
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“unfit ’’ does not mean permanently unfit but unfit 
without repairs being carried out for the purposes for 
which the premises were let ; and that, where evidence 
was given on both sides to the effect that business could 
not be carried on without some repairs being done, the 
County Court Judge was wrong in holding that because 
the damage done could easily be repaired, the premises 
were not to be regarded as unfit so as to justify the tenant 
in serving Notice of Disclaimer. 

In all cases where the lessee has served a “ Notice of 
Disclaimer,” the Landlord may within the period 
specified, serve on the lessee a “‘ Notice to avoid Dis- 
claimer.”” By Section 11, the effect of serving such a 
notice is to cancel the notice of disclaimer upon the terms 
that from that time there is to be implied in the lease a 
covenant by the Landlord with the tenant that the 
property shall be rendered fit as soon as is reasonably 
practicable after service of the notice. Moreover, no 
further rent is to be payable by the tenant until the 
property is rendered fit. It will thus be seen that both 
Landlord and tenant each have a difficult decision to 
make. The tenant has to decide whether to retain his 
lease notwithstanding the war damage, in the hope that 
in due time he will receive appropriate compensation, 
but if he decides to retain, he must pay the rent, possibly 
for the remaining duration of the war, and this in spite 
of the fact that he may obtain little or no use or benefit 
from the war damaged property. If on the other hand 
he decides to “ disclaim,’ his lease is surrendered and 
cancelled. This may be a serious matter if the lease had 
a considerable number of years to run, and so was regarded 
as an asset of substantial value, particularly having 
regard to the fact that with the cancellation of his lease 
the tenant would appear to forfeit any right to com- 
pensation for war damage. However this may be, the 
tenant must make his choice. He should consider the 
effect of disclaiming his lease in all its aspects. If the 
lease has a considerable period of years to run and the 
rent is well below the market rent, if the cost of making 
good the war damage will not be very serious, and if the 
business he is conducting on the premises is successful, 
he may well be advised not to serve “Notice of 
Disclaimer ’’ and be satisfied to retain his lease, pay his 
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rent, perform his covenants, make good the War damage, 
and claim compensation in due course. With regard 
to his liability for ordinary dilapidations under the usual 
covenant to repair, it has been suggested the effect 
of disclaiming the lease is to prevent the accrual of 
liability after the date of service of the notice, but not to 
extinguish responsibility under obligations already 
incurred. 

The decision a Landlord is called upon to make when 
served by his tenant with a notice to disclaim is whether 
he will accept the disclaimer and the consequent surrender 
of the lease and loss of rent, or whether he will reply 
with a ‘‘ Notice to avoid Disclaimer” with the result 
that he will undertake the burden of repairing the 
war damage “as soon as reasonably practicable after 
the service of the notice to avoid disclaimer.”’ (S. I1 
(x) (d).). On the other hand, if he gives this notice 
and undertakes this responsibility to restore the war 
damage, he will have a tenant liable to pay the rent and 
perform the covenants of the lease as soon as the war 
damage has been made good. The Landlord’s decision 
will depend largely upon the extent of the war damage 
and whether he can see his way to make that damage good 
within a reasonable time. If the War damage is extensive, 
the Landlord should take into account the fact that a 
year or more may elapse before he can obtain the 
necessary building materials and labour to restore the 
property and until it is restored the tenant is under no 
liability to pay rent. It is not yet clear whether such 
loss of rent is a loss for which compensation will be given 
but it does appear evident that if the Landlord restores 
the war damage he will be entitled to whatever com- 
pensation is eventually paid by the Government either 
under the “‘scheme’’ of compensation announced by 
the Chancellor of the Exchequer in the House of Commons 
on January 31, 1939, or by the Prime Minister in his 
Statement with regard to Compulsory Insurance made 
in the House of Commons on October 8, 1940. 

When the Compulsory Insurance Bill now before 
Parliament becomes law, the whole position of a mortgage 
of property as a security may be greatly improved, and 
as a Mortgagee has an insurable interest in the mortgaged 
property, it may well be advisable to arrange to take 
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out a Policy under the compulsory insurance scheme in 
the joint names of the Mortgagee and the Mortgagor. 
A Mortgagee’s security is undoubtedly seriously affected 
should the Mortgagor successfully disclaim his lease, 
for it is provided by Section 8 of the Act that not only 
will the disclaimer act retrospectively as a surrender 
of the lease but also as a surrender of all sub-leases derived 
out of the term created by the lease, and a mortgage 
term is, in effect, a sub-lease. There is, however, 
apparently an exception to this rule, in that if a Mort- 
gagee has entered into possession either personally or 
by a Receiver, his mortgage term would not be deemed 
to be surrendered unless he has served a Notice of 
Disclaimer. 

A Mortgagee receives some protection, in that a 
Notice of Disclaimer must include a statement that the 
Mortgage exists and also the name and address of the 
Mortgagee. Further, within seven days from the service 
of a Notice of Disclaimer, the tenant must serve upon 
the Mortgagee a notice stating that he has served this 
Notice of Disclaimer and the name and address of 
the Landlord on whom it was served. Lastly, a Mortgagee 
may obtain some relief by applying to the Court under 
Section g of the Act which empowers the Court to 
modify the effect of Notices of Disclaimer. 


Fresh Light on the Dollar Problem 


AST month we discussed the British exchange 
L position in the light of the Lease-and-Lend Plan 

suggesting that eventually, if not in the immediate 
future, the dollar problem should become one of the least 
of our troubles. Since that article was written there have 
been two important developments affecting the exchange 
situation. On the one hand, the Lease-and-Lend Bill 
itself has been passed in an amended form apparently 
even more favourable to this country than most people 
ever hoped. Originally it was assumed that the plan 
would cover only actual munitions of war, or at the most 
would extend only to war materials in the generally 
accepted sense. At the very last moment, however, the 
definition of “‘ defence articles ’’ was very considerably 
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extended by an Administration amendment specifically 
bringing supplies of agricultural products within the 
scope of the Bill, a move which gained special significance 
from President Roosevelt’s statement shortly afterwards 
that American granaries could meet all the needs of those 
fighting against world control by dictatorship. At first 
the agricultural amendment was in turn interpreted as 
covering only supplies taken by the British Government 
as the final consumer and not resold—for example, food 
for the armed forces as opposed to food for the civilian 
population. In view of the President’s highly significant 
remark, however, it would seem that even this may place 
too limited an interpretation on the scope of the plan. 
Indeed, messages from Washington have stated that 
it is planned to send to Britain as much as £1124 millions 
of agricultural commodities, including £25 millions of 
cotton, {124 millions of tobacco and {£75 millions of 
foodstuffs, chiefly dairy products. Whatever its precise 
implication, it is in any case clear that the agricultural 
provisions still further increase the value of the prospective 
American aid tothiscountry and correspondingly alleviate 
the pressure on our remaining dollar resources. 

There is clearly no reason to modify on this account 
the generally optimistic conclusion reached last month as 
to the long-term dollar prospect. Yet the Lease-and- 
Lend Plan had scarcely passed through Congress before 
there came the announcement that the Treasury had 
negotiated the sale to an American banking syndicate 
of Courtauld’s important subsidiary, the American Viscose 
Corporation, probably the largest of our direct partici- 
pations in American industry. From all indications the 
price to be paid is a fair and even generous one. Indeed, 
Sir Edward Peacock has expressed warm appreciation 
of the way the transaction was dealt with from the 
American side, pointing out that it was only the goodwill 
and mutual trust existing on both sides which made it 
possible to conclude this enormous deal in the short time 
available. Coming immediately on the heels of the 
Lease-and-Lend Bill, moreover, this striking gesture of 
our own preparedness to bear the full share of the financial 
burden may itself help further to foster American good- 
will towards this country. Nevertheless, it is not without 
a pang that one can contemplate the loss of valuable 
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earning assets of this kind. Even more than the sale of 
marketable securities, the sacrifice of such direct invest- 
ments must tend to weaken this country’s earning power 
in the future, since international participations of this 
kind carry with them all kinds of intangible advantages 
which are of value to British industry as a whole. In 
the interests of post-war reconstruction, it is clearly 
important that these valuable assets should be sacrificed 
only when the dollar position admits of absolutely no 
other solution. To dispose of them at this stage can be 
sound policy only if all our alternative dollar resources 
have already been exhausted, or if it is quite certain that 
they will all have been exhausted before the war is 
finished. 

Can it be true that our dollar position, notwithstanding 
the Lease-and-Lend Bill, is in fact already strained to 
breaking point ? From the statistical data which have 
become available during the past month, it seems clear 
that the answer to this question must depend on a single 
factor: namely, the position of Canada. If the problem 
is discussed in terms of United Kingdom resources alone, 
then it is perfectly true that our commitments would 
exhaust virtually the whole of our remaining assets by 
the end of this year, including by far the greater part of 
our direct investments in the United States. If, on the 
other hand, it is taken for granted that in the last resort 
Canada will be prepared to place her dollar resources 
in the common pool—and Mr. Ilsley’s recent speech 
leaves no doubt that Canada is cooperating to the utmost 
in the financial effort of the War—then the position appears 
very different and the necessity of sacrificing our American 
industrial interests more than doubtful. That seems to 
be the only possible conclusion to be drawn from the 
official estimate of our prospective dollar receipts and 
requirements this year, which is summarised in the 
following table. For comparative purposes the corres- 
ponding figures are given of dollar earnings and losses 
during the first sixteen months of war. The impor- 
tant point to remember in interpreting these figures 
is that Canada and Newfoundland are throughout 
excluded, the figures relating only to the United King- 
dom and the remaining (‘sterling area” section) of the 
Empire. 
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TABLE I. 


DOLLAR EXPENDITURES AND RECEIPTS OF BRITISH EMPIRE. 


(Excluding Canada and Newfound/and) 
(In millions of dollars) 


Sept. 1, 1939, Estimates 








EXPENDITURE— to Dec. 31,1940 I941 
Payments to U.S, by U.K. on Government 
orders— 
Goods delivered - .. 660 
Advance payments... -» 720 
— 1,380 1,274 
Other merchandise a es ae 705 280 
Services .. ha P ne oe 57 — 
Payments to U.S. by rest of sterling area 453 338 
Payments to Canada* in gold... es 225 620 
To other countries wi ee ve 500 247 
Capital withdrawals. . ae oe ae 735 
Residual items i a es os 71 — 
Total .. - “a an .. 4,126 2,759 








RECEIPTS— 
By U.K. from U.S.— 








Merchandise ive 7 ws ws 205 165 

Services .. ma ah re ae 15 

By rest of sterling area... - - 640 560 

By gold salest 965 555 
By use of gold and dollar balances held by 

in - 2,316 1,464 

Total .. ei - oi .. 4,126 2,759 








* And Newfoundland. 
t New mine output and dishoarding. 

It will be seen that in the first sixteen months of war 
United Kingdom dollar expenditures exceeded current 
dollar earnings from exports and gold sales by $2,316 
millions, or an average of $144 millions a month. The 
reasons for this gold loss are, however, interesting. 
Of the total payment of $1,380 millions in respect of 
3ritish Government orders for war supplies, only $660 
millions was against foods actually supplied, the remaining 
$720 millions representing payments in advance of 
deliveries and capital assistance to secure the extension 
of U.S. manufacturing capacity—that is, capital expen- 
ditures which will assist in paying for supplies actually 
received during the current year. A further $735 
millions of gold was absorbed by the non-recurring item 
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of capital withdrawals during the early months of war, 
$300 millions of which, it is interesting to note, are 
attributed to withdrawals through the sale of free 
sterling, a source of exchange loss which the authorities 
persisted at the time in dismissing as negligible. In 
addition it will be seen that $225 millions was paid, 
not to the United States or other foreign countries, 
but to Canada, an item which must be regarded, if the 
Empire is considered as a whole, as a mere internal 
transfer for accounting purposes rather than a definitive 
loss of gold by this country. 

If these capital items and the payment to Canada 
are excluded, it will be seen that on current account the 
position was very nearly in equilibrium, current expen- 
ditures totalling only $2,375 millions against receipts 
of $1,810 millions, giving a deficit of only $565 millions 
or a mere $35 millions a month. In view of the Lease 
and Lend Plan and the cessation of capital withdrawals, 
it might be thought that only a comparatively small 
drain on our remaining resources need be expected 
during 1941. And in fact, as will be seen from the 
table, this country’s imports from the United States 
of goods other than war supplies are estimated to cost 
this year only $280 millions, against $762 millions in 
the earlier period, while Empire imports from the United 
States are to be cut from $453 millions to $338 millions, 
and dollar payments to other non-British countries 
from $500 millions to $247 millions. These three 
items, in other words, will this year require only $865 
millions, as compared with $1,715 millions in the first 
sixteen months. In addition, no allowance is needed 
in 1941 for capital withdrawals and the miscellaneous 
item, which in 1939/40 were responsible for a gold loss 
of {806 millions. Yet in spite of all this, our total dollar 
requirements in I94I are estimated to exceed our current 
dollar earnings of $1,295 millions by no less than $1,464 
millions, or $122 millions a month. 

For this surprisingly adverse position two items are 
responsible. The first is a balance of $1,274 millions 
still outstanding in respect of Government orders placed 
in the United States during 1940. Even this figure 
takes no account of our liabilities under contracts 
placed this year before the passing of the Lease-Lend 
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Bill. Fortunately, there is reason to believe that this 
liability is comparatively small. Mr. Morgenthau has 
stated, it will be recalled, that the placing of further 
orders was suspended in December last for lack of dollar 
resources. That orders can have been placed only for 
a limited sum in the early weeks of this year is con- 
firmed by the Statement submitted to Congress by 
Mr. Harold Smith, the Budget Director, that out- 
standing British orders amounted to $2,700 millions, 
of which $1,682 millions had already been paid for. 
This leaves $1,018 millions outstanding, or about the 
figure to be expected if payments under the 1940 con- 
tracts were spread evenly over the year and no fresh 
commitments had been undertaken. Since the 1940 
payments would almost certainly be concentrated in 
the early months of this year, it would seem that some 
additional orders have been placed this year, but on a 


small scale. 
TABLE II. 
BRITISH ESTIMATES OF UNITED KINGDOM 
GOLD AND DOLLAR RESOURCES 
(In $ millions) 
Expended Amount held 
Amount Sept.1, December 31, 1940 














Gold and held 1939- Un- Net 

Dollar Resources Aug. 31, Dec. 31, Total avail- avail- 

1939 1940 able* able 

Gold wi oi .. 2,038 1,746 292 51 241 

Dollar balances .. in 595 236 359 305 54 

Market securities io 950 334t 616 — 616 
Direct and miscellaneous 

investments .. me goo “= goo os goo 

Total .. -- 4,483 2,316 2,167 356 «1,811 











* The British regard as unavailable $30 million of gold scattered 
in different parts of the world, $21 million of gold held against out- 
standing forward exchange contracts, and $305 million representing 
private dollar balances, which are considered to be at the minimum 
level necessary for the transaction of current business. 

+ Including direct sales of British-held securities not recorded in 
the weekly capital movement statistics of the United States Treasury 
since they were not effected through reporting banks, brokers and 
dealers. 

The second item accounting for this year’s heavy 
prospective gold loss is a payment of $620 millions to 
Canada. This does not mean that the Dominion is 
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failing in any way to co-operate with the rest of the 
Empire in the financial effort. On the contrary, no 
less than $330 millions of the Empire balance due to 
Canada up to the end of 1940 was settled by the repatria- 
tion of sterling debt and an increase in the Dominion’s 
sterling balances, while a further $260 millions of debt 
repatriation is estimated for the current year. Asa 
dollar country and a contiguous neighbour of the United 
States, Canada may legitimately claim to be treated 
on a different footing for exchange purposes than the 
rest of the Empire. Whereas the other Dominions are 
used to keeping their ultimate reserves in sterling, to ask 
Canada to accept sterling without reservation is in effect 
to ask her to change her currency standard. Yet in the 
first ten weeks of this year, as Mr. Isley revealed, Canada 
sold us Canadian dollars against sterling to the tune of 
$150 millions, which suggests that this year’s estimated 
payment of $620 millions need not be taken too seriously. 
This is the more satisfactory as otherwise this transfer to 
Canada, owing to the severe depletion of U.K. dollar 
resources, would have become closely linked with the 
need to liquidate our U.S. investments. 


TABLE III. 
BRITISH EMPIRE DOLLAR RESOURCES AT END OF AUGUST, 1939 
(In $ millions) Miscel- 


Central Dollar Market Direct laneous 
Gold Balances Securi- Invest- Invest- Total 


Reserves ties ments ments 
United Kingdom 2,000* 595 1,080 850* 335* 4,860 
Canada.. < a9 355 445 475 80 1,570 
Other Empire.. 520 100 50 5 10 685 


Total .. 2,735 I,050 1,575 1,330 425 7,115 
































* Estimated. Actual figure of gold holdings $2,038 millions. 
Realization value of direct and miscellaneous investments together 
placed in British estimates at not more than $900 millions, instead 
of $1,185. Adjusted on this basis, United Kingdom resources would 
amount to $4,613 millions and total Empire resources to $6,868 
millions. 

By the end of 1940, as will be seen from Table II, 
United Kingdom dollar resources had been reduced 
from $4,483 millions at the outbreak of war to $2,167 
millions, of which the Treasury regard only $1,811 
millions as available. This figure, moreover, includes 
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$900 millions in respect of direct and miscellaneous 
investments. Since a further loss of $1,464 millions 
would absorb all but a mere $347 millions of the remain- 
ing total, it follows that to raise this sum would require 
the liquidation of $653 millions, or over two-thirds of 
our American industrial interests. By a coincidence 
this happens almost exactly to coincide with the portion 
of the $1,464 millions estimated drain allocated to this 
year’s payment to Canada. As has been seen, Canada 
seems to be accepting sterling on a far greater scale than 
was originally estimated. Nevertheless, it is still worth 
considering whether some arrangement might not be 
desirable by which our industrial participations could be 
transferred or hypothecated to Canada, instead of being 
sold outright to the United States. 
TABLE IV. 
STERLING AREA TRANSACTIONS WITH CANADA AND NEWFOUNDLAND 
(In U.S. $ millions) 
Sept. 1, 1939- 


Transactions Dec. 31, 1940 1941 
(16 months) Estimates 


Payment on current account— 


By United Kingdom 795 . 
By sterling area, mates United Kingdom 135 
Total . ei —930 > 
Receipts on current sunny 
By United Kingdom 275 ° 
By sterling area, ae United Kingdom 100 ° 
Total .. .  —375 ° 
Deficit on current account .. sa ‘ 555 880 


Deduct: Canadian assistance to United 
Kingdom (repatriation of British-held 
Canadian securities and increase in 
Canadian-held sterling balances) .. ma 330 260 


Balance payable in gold .. ‘is 225 620 


* Not reported separately. 


Naturally, this would only be possible if the Dominion 
possessed sufficient dollars in liquid form to cover her 
own adverse balance of payments in the United States. 
To all appearances, however, the Canadian dollar position 
is an exceptionally strong one. On the outbreak of 
war, as is shown in Table III, the Dominion is estimated 
by the Federal Reserve board to have possessed dollar 
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resources aggregating $1,570 millions, of which more 
than $1,000 millions were in the form of cash or market- 
able securities. By the end of this year she will have 
received gold transfers from the rest of the Empire of 
$845 millions, giving a disposable total of no less than 
$2,415 millions. As far as can be ascertained, only a 
small fraction of this sum will have been absorbed by the 
Dominions’ own adverse dollar balance for this period. 
For the two years 1939 and 1940, at any rate, the dollar 
deficit amounted (according to the figures summarised 
in Table VI) to less than $300 millions. On the face of 
it, therefore, the Dominion should be easily in a position 
to take over our direct investments in the United States. 
If such an arrangement is feasible, its advantages are 
clear. At the very least it would permit the realisation 
of these valuable assets to be postponed until it was 
quite certain that the war will last sufficiently long 
completely to exhaust the whole of the Empire’s alterna- 
tive assets. If victory should be achieved sooner than 
this, the necessity for their liquidation (in what must, 
after all, be a buyer’s market) might even be avoided 
altogether. In this case, these important interests would 
have been kept within the Empire family, while a door 
would have been left open for their ultimate repurchase 
by this country after the war, to the benefit of the post- 
war reconstruction. 
TABLE V. 
CANADA’S MERCHANDISE TRADE. 
(Canadian $ millions) 






































With U.K.— 1938 1939 1940 
Exports to U.K. a . 267 328.1 477.1 
Imports from U.K. .. .« Sas 114.0 143.0 

Active balance .. .. 220.4 214.1 334.1 

WiTH EmMPIRE— 

Exports .. “a = -» 434.5 422.3 599.6 
Imports .. ae a -. 183.9 186.9 236.6 
Active balance .. -. 29086 235-4 363.0 

With U.S.A.— 

Imports by Canada .. .- 424.8 497.1 675.2 
Exports to U.S. si .. 270.6 380.5 399.2 











“ Deficit ” ns ~» 154.2 116.6 276.0 
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TABLE VI. 
CANADA’S BALANCE OF PAYMENTS WITH U.S.A. 
(Two years to December, 1940) 


(U.S. $ millions) 


Dr. Cr. 
Merchandise i ee aa 7 -» 355 _ 
Gold output wa Ka - oo 363 
Tourist (net) aa wa ne wa = 150 
Debt charges wa ss sis i ss 80 _— 
Dividends and other payments (net) .. -- we — 


Totals .. - - - .. 805 513 


Central Banking under German 
Occupation 
By Paul Einzig 


S a general rule, when a conqueror takes possession 
Ac the conquered country he issues his own notes. 

These notes may be identical with those circulating 
in his own territory or they may be issued specially for 
the occupied territory. The victor may even establish 
a new note issue bank in the conquered country. No 
instance is known, however, in modern history in which 
the conqueror took possession of the Cnetral Bank of the 
conquered country and ran it for his own benefit. To do 
so is contrary to the principle that the issue of notes 
forms part of the prerogatives of a Sovereign State. 
During an occupation the Government of the conquered 
State ceases to function unless it is re-established on 
foreign territory. In the country itself the local machine 
of administration continues, but the right of note issue 
is outside its functions. 

During the last war, Germany respected the above 
principle. Her occupation authorities in various con- 
quered countries issued notes of their own. They issued 
ordinary Reichsbank notes in Belgium and Northern 
France, but special lei notes through the Banque Generale 
in Rumania, special mark notes in Poland, etc. In no 
instance did they make use of the Central Bank in the 
conquered capital for satisfying their requirements of 
notes. Similarly, Italy introduced lira notes in con- 
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quered Abyssinia and Japan set up new note-issuing 
authorities under her various Puppet Governments in 
Manchukuo and occupied China. In Albania, it is true, 
the existing Central Bank continued to function after the 
Italian conquest, but then that Central Bank was already 
under Italian control before the conquest. 

Germany’s attitude towards the Central Banks of the 
victims of her aggression during the present war has 
varied from country to country. Let us examine the 
fate of these various Central Banks in the chronological 
order of the conquest of their respective countries. The 
Austrian National Bank was liquidated immediately 
after the Anschluss. Reichsmark notes took the place 
of the schilling notes throughout Austria. The gold and 
foreign assets of the Austrian National Bank were 
meekly surrendered to the Reichsbank by the Bank of 
England, the Bank for International Settlements and 
other holders of these assets. After the surrender of 
Munich the crown notes were withdrawn from circulation 
in the Sudeten districts ceded by Czechoslovakia to 
Germany. On the other hand, after the occupation of the 
rest of Bohemia and Moravia, the Czechoslovak National 
Bank was retained and was made to continue to fulfil the 
functions of the bank of issue. Its name was changed 
first to ‘“‘ National Bank in Prague,” then to ‘‘ National 
Bank for Bohemia and Moravia.’”’ A large part of its 
assets were surrendered to Germany by the Bank for 
International Settlements, though a substantial amount 
held by the Bank of England was blocked in good time 
by the Treasury. Even though the National Bank 
continued to issue notes, reichsmark notes became legal 
tender and the two currencies are circulating side by side 
there at a fixed exchange rate. Towards the end of 1939 
an attempt was made at the re-establishment of the 
Czechoslovak National Bank in London. Mr. Joseph 
Malik, Foreign General Manager of the Bank, succeeded 
in escaping from Czechoslovakia and, on his arrival here, 
initiated negotiations with the British authorities to 
re-establish the Czechoslovak Central Bank. His efforts 
met, however, with no favourable response in Whitehall. 
The Treasury, under Lord Simon, adopted a legalistic 
attitude and the scheme had to be abandoned, for the 
time being at any rate. 
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The Bank of Poland was much more fortunate than 
the Czechoslovak National Bank. Its gold was removed 
from Warsaw in good time and arrived safely in Rumania. 
Acting upon strong pressure from London and Paris, the 
Rumanian authorities agreed to allow it to be shipped to 
France, but at the eleventh hour they were inclined to 
yield to pressure from Berlin and took action to stop 
the transfer of the gold. Fortunately, the gold was 
already on board a steamer which managed to get 
outside Rumanian territorial waters before the Rumanian 
authorities were able to stop it. The gold reached 
Marseilles and was deposited with the Bank of France. 
Under the Polish Government established in France, the 
Bank of Poland was reconstructed there. After the 
French collapse the Polish gold, together with the gold 
of the National Bank of Belgium and a large part of the 
gold of the Bank of France itself, was taken to Dakar 
on board the battleship ‘“ Richelieu.’’ No information 
is available whether the Polish Government succeeded in 
obtaining the release of that gold, or whether it shared 
the fate of the Belgian gold which was surrendered by 
the Vichy authorities to Germany. The head office of 
the reconstructed Bank of Poland was re-established in 
London and is housed in the Bank of England. 

Meanwhile, in Poland the German occupation autho- 
rities issued their own notes through the Reichskredits- 
Kasse established for that purpose. The notes bore the 
picture of the Town Hall of Danzig, which shows that 
originally they were meant to serve requirements in 
Poland only. Subsequently, however, the same notes 
were used in the conquered Scandinavian countries, the 
Low Countries and France, even though these countries, 
especially the latter, had little or nothing to do with 
Danzig. From March, 1940, a new bank of issue was 
established in Poland for the General Gouvernement (in 
the districts which were joined to the Reich, Reichsbank 
notes took the place of the Polish zloty notes). This 
new bank issued notes which became the sole legal 
tender in the General Gouvernement and the Bank of 
Poland notes were withdrawn from circulation. 

In Denmark, the National Bank continued its 
functions. Its main activity consisted of financing the 
German occupation expenses and German purchases of 
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Danish goods. To begin with the Reichskredits-Kasse 
notes were issued in large quantities, but subsequently 
they were withdrawn from circulation. In Norway, the 
occupation of Oslo came too suddenly for the Bank of 
Norway to make arrangements for its escape. The 
Norwegian Government, while still on Norwegian terri- 
tory, issued a decree dismissing the Board and manage- 
ment which was caught in Oslo and appointing a new 
Board and management. The new head office of the 
Bank of Norway was subsequently established in London 
and is housed in the Bank of England. Since the 
Norwegian Government had full authority to dismiss the 
old Board and appoint a new one, the London office 
of the Bank of Norway is the only legitimate authority 
of that Bank. Notwithstanding this, the Quisling 
Government took possession of the Oslo office and the 
dismissed Board was forced to remain in function. It 
continued to issue notes, which in the circumstances 
must be regarded as forgeries pure and simple. A large 
part of the gold reserve of the Bank of Norway was 
already abroad at the time of the invasion and the rest 
was rescued largely on small sleighs drawn by children 
under the very nose of German sentries. In Norway, 
as in Denmark, the Reichskredits-Kasse notes were 
introduced but were subsequently withdrawn. 

In Holland, the Netherlands Bank succeeded in 
sending abroad its entire gold reserve at the last moment, 
and when the German troops entered Amsterdam 
they found the bank’s vaults empty. The German authori- 
ties ordered the surrender of all privately-owned gold 
and, in order to keep up appearances, the gold thus 
collected was added to the gold reserve of the Netherlands 
Bank. The latter had to increase its note circulation 
considerably in the course of financing German purchases 
and through withdrawing Reichskredits-Kasse notes 
from circulation. In its published returns, it continued 
to include the gold held in London and New York 
as part of its gold reserve. In Belgium, the invaders 
first introduced a large amount of Reichskredits-Kasse 
notes, and subsequently established under German 
control a new bank of issue which was to work in close 
collaboration with the National Bank of Belgium. 
Subsequently the new bank was virtually merged with 
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the National Bank, when it was found that the National 
Bank was also quite easily manageable. Its Governor, 
M. Janssen, who escaped to France with the Belgian 
Government, subsequently returned to Brussels. A 
large part of the National Bank’s gold was taken to 
Dakar by the Bank of France. Acting on German 
instructions the Vichy authorities agreed to surrender 
this gold to the German authorities. Thereupon the 
Belgian Government in London, jointly with the London 
representative of the National Bank, took legal action 
to seize a corresponding amount of French gold deposited 
in the United States. According to Belgian law, control 
over the National Bank’s foreign assets is vested i 
M. Baudewyns, a director of the Bank, who has an office 
at the Bank of England. 

The Bank of France evacuated its gold, partly to the 
United States, partly to the Island of Martinique and 
partly to Dakar. It re-established its head office in 
unoccupied France in Clermont Ferrand. In occupied 
France, a huge amount of Reichskredit-Kasse notes 
was issued by the German authorities, notwithstanding 
the fact that they obtained very large amounts of franc 
notes in payment of occupation costs amounting to 
400,000,000 francs a day. While in other occupied 
countries these Reichskredit-Kasse notes have now been 
more or less withdrawn, in France they continue to 
circulate side by side with the franc notes. 

The only two Central Banks which have been fully 
re-established in London are the Bank of Poland and 
the Bank of Norway. The National Bank of Belgium 
is represented here by a director who has limited powers. 
Nevertheless, there are several Central Banks belonging 
to Allied nations which are outside the reach of the 
conqueror. The National Bank of Iceland is one of them ; 
the Banque du Congo Belge is another ; the Java Bank 
is a third. It is to be regretted that the Czech and 
Dutch Governments have not yet seen their way to 
re-establish their respective Central Banks in London. 
Since they are the recognized Governments of their 
countries, they would be in a position to do so. From 
more than one point of view, it would be to the advantage 
of the Allied cause if the Allied Governments established 
in London were to re-establish here their respective 
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Central Banks. With the exception of France, all Allied 
countries under German rule possess Governments here 
which have a legal power to take the necessary measures 
to that end. Even in the case of France it should be 
possible to find some suitable arrangement. 

It is only too obvious that the Central Banks which 
operate in occupied countries are entirely under the 
influence of the German occupation authorities. They 
have been reduced to executive organs of the German 
monetary authorities who find it convenient to operate 
through these unfortunate Central Banks, rather than 
establish banks of issue of their own in occupied territories. 
Even though during the early phases of German rule 
the Reichskredit-Kasse opened branches in most occupied 
countries, these branches have been closed down and the 
German authorities operate through the local Central 
Banks. To allow these Central Banks to continue as 
executive organs of the German autho1ities, without 
protest on the part of the Allied Governments, almost 
amounts to acquiescing in the existing illegal state 
of affairs. The Allied Governments owe it to themselves 
to make it plain, not by mere words but by appropriate 
action, that they consider the use and abuse of their 
Central Banks by the German occupation authorities 
as completely unlawful. This can best be done by 
cancelling the authority of the Board and Executive in 
charge of these German-dominated Central Banks and 
by re-establishing in London a new Board and Executive. 
This was done by the Norwegian Government and there 
seems to be no reason why other Governments should 
not follow its example. 

There are many reasons why it would be wise for the 
Allied Governments to re-establish their Central Banks in 
London. It would certainly simplify the task of financial 
reconstruction after the liberation of their respective 
countries. There is reason to fear that the head offices 
of the Central Banks in occupied countries might be 
destroyed or damaged during the operations leading to 
the liberation of these countries, or that they would be 
deliberately destroyed by the retreating German troops. 
The existence of an organization in London which 
could immediately assume charge after the liberation 
of these countries would then prove very helpful. 
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Moreover, it is conceivable that, for some time at any 
rate, parts of the conquered countries would be liberated 
but their capital with the head office of their Central 
Bank would remain for a while under German occupation. 
In that case, the head office in London would be in a 
position to take charge of the monetary affairs of the 
liberated parts of these countries. 

While the United States authorities have frozen 
the assets of conquered countries, the same course 
was not taken by other neutral Governments. The 
establishment of Central Banks in London would provide 
an opportunity for the Allied Governments to obtain 
the freezing of the assets of their nationals in the various 
neutral countries. For this purpose alone it would be well 
worth while to re-establish their Central Banks in London, 
a task in which the British authorities should assist them 
to the utmost. 


Building Societies in 1940 
By H. E. Wincott 


MOVEMENT which is primarily interested in 
A property and which traditionally ‘‘ borrows short 

and lends long ’”’ can have had few illusions as to 
the problems which would confront it when war broke 
out. Yet, in the period from September, 1939, to 
March, 1940, the building societies—like so many other 
departments of national life—must have wondered 
whether in fact their road in war-time would be as 
rough as the prophets had foretold. The outbreak of 
war had, it is true, brought profound changes. It 
caused a recurrence of the withdrawals of capital by 
shareholders and depositors which had marked the 
Munich dress-rehearsal. It brought down the guillotine 
overnight on most new mortgage business. It heralded 
legislation to protect the position of borrowers. It 
brought the certainty of heavier taxation and expenses. 
But contrary to expectation, it did not bring the 
immediate and widespread devastation of property 
which had been generally expected; and, as a result, 
at no time during those early months of war did the 
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movement suffer severe embarrassment. Since THE 
BANKER last reviewed the position of the societies, 
however, much has happened. With the warning that 
even now it is impossible to trace the full effects of 
intensified modern war—most societies’ accounts run 
with the calendar year and consequently reflect only three 
or four months of Blitzkrieg—this article will attempt to 
present the movement’s present position. 

It may be useful first to sketch in in some detail 
the background against which the building societies 
have operated in 1940. Some factors, of course, were 
not new. For example, constructional activity has been 
virtually suspended ever since the outbreak of war. 
In consequence, and to protect their liquid position, 
most societies have severely restricted new mortgage 
business. Action in this respect was not entirely 
unanimous, some societies completing outstanding com- 
mitments and others, more bold, even granting new 
loans when the security was considered adequate to 
the needs of the times. Again, the movement is by 
now fully familiar with its position under the Courts 
(Emergency Powers) Act, while there has been an 
acceleration of the conscription of borrowers into the 
armed forces. (True, the year also brought the nation 
nearer to full employment and the inflation of national 
income which cannot fail to sustain building society 
repayments.) On the other hand, the events of 1939, 
important though they were, can hardly rank in 
significance beside those of 1940. On what may be 
termed the “investment side,’ conditions have been 
consistently adverse. Even in the earlier months of 
the year, before the Blitzkrieg, the propaganda of the 
National Savings Movement rendered difficult the task 
of competitive savings media. For some time, little 
prominence has been given to the perfectly valid 
argument, familiar to readers of this journal, that 
savings through the building societies achieve the same 
result as direct subscriptions to Government loans. 

In the later months of the year it is safe to assume 
that new investment must have fallen to still lower 
levels. For many societies, on the recommendation of 
the Building Societies Association, decided to put into 
operation the Defence (Building Societies) Regulations, 
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1940, under which six months’ notice may be required 
in respect of withdrawals by members and depositors— 
a step which, however necessary, was hardly calculated 
to encourage the subscription of new money, even 
without the accompanying background of Blitzkrieg. 
Again, under the pressure of the increasing burden of 
income tax, most societies in the course of the year 
were forced to reduce the rates of interest offered to 
investors. As is well known, the societies pay a com- 
posite rate on distributed profits. From 1935 until 
1940 this rate stood at 20/54ths of standard rate. Last 
year, however, not only was the standard rate increased 
but the composite rate was advanced to 42/goths of the 
standard rate for 1941, plus or minus certain adjust- 
ments (the actual composite rate for 1940/41 is 49.85d., 
against 31.11d. for 1939/40, 24.44d. before the war and 
20d. when the standard rate was 4s. 6d. in the f). 
Short of increasing the rate of interest charged on 
mortgages—which in addition to being a bad move 
tactically could in many cases have been done only 
with the sanction of Parliament—dividend payments 
clearly had to be scaled down. The average rate on 
shareholdings has been reduced broadly from 3} per 
cent. to 3 per cent. The Halifax Society, by far the 
largest in the movement, has gone further and reduced 
its rate last February to 2}? per cent. Although divi- 
dends are paid clear of tax, bringing a net 3 per cent. 
to the equivalent of 5.2 per cent. gross with tax at 
8s. 6d. in the {—a rate which is certainly generous 
enough in a “three per cent.’’ war—the reductions, 
again, can hardly have assisted the flow of new money 
to the societies. 

If the developments of 1940 so far catalogued have 
been almost entirely on the debit side, the most 
important event of the year—the introduction of the 
War Damage (Insurance) Bill—has on the other hand 
removed the movement’s biggest war-time worry. The 
Bill, even after its re-committal, may still fall a good 
deal short of perfection, but it does go a long way 
towards removing the threat to building society capital 
which the absence of any compensation scheme at all 
constituted. Even here, however, there is a fly in the 
ointment for the movement, and a fly, moreover, which 
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has grown in size since the Bill was first introduced. 
Under the December version of the Bill it was laid 
down that, where a property whose contributory value 
is less than {100 was mortgaged for more than 75 per 
cent. of its value, two-thirds of the premium should be 
met by the mortgagee; where the mortgage debt 
represented between 50 per cent. and 75 per cent. of 
the value, the mortgagee became liable for one-third 
of the premium. Since December, for some reason at 
which one can only guess, the building societies’ burden 
has been increased still further. Not only has the 
contributory limit been raised to £150, but contributions 
of mortgagees have been increased. Thus, when the 
mortgagee’s interest is between 334 per cent. and 
50 per cent. he must now bear one-sixth of the 
premiums ; between 50 per cent. and 66% per cent., 
one-third ; between 66% per cent. and 75 per cent., 
one-half; and over 75 per cent., two-thirds. Thus it 
will be seen that the building societies’ contribution is 
increased throughout wherever the advance is more 
than 50 per cent. in value, while in addition an entirely 
new field of mortgages, embracing a far larger pro- 
portion of the whole, is brought into the scale. The 
price exacted for the protection of the movement’s 
capital can hardly fail to have repercussions on its 
income—and dividend—position. At the recent meeting 
of the Abbey Road Building Society, Sir Harold Bellman 
estimated the movement’s liability under these contri- 
butions at {11.5 millions for the five-year period, against 
£10 millions under the original provisions. This liability 
of {2.3 millions per annum must be related to the £4:3 
millions paid by the movement in 1939 as interest on 
deposits, the £18.9 millions paid as interest on shares, and 
the £2.3 millions representing the balance of profit and 
reserves. The liability will not cause the societies undue 
alarm, but it would appear that it must affect future 
dividends. 

Remembering that many of these adverse factors 
have been in operation only during the last few months 
of 1940, or will only operate in the future, what tale have 
the societies’ reports for 1940, now being issued, to tell ? 
The three tables set out below (in continuation of earlier 
analyses) show, first, the changes during 1939 and 1940 
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in shareholdings and deposits in seven societies ; secondly, 
the extent of the decline in mortgage business; and 
finally the degree to which the societies have had recourse 
to bank finance. The societies, it may be added, have 
been selected as giving a representative cross-section of 
the movement as a whole. They include the leader of 
the movement, representative London societies, one 
society with its headquarters in a badly “ blitzed ”’ area, 
and others centred on provincial areas which have 
suffered relatively little. The main conclusion must 
surely be that the movement’s experience has been 
surprisingly favourable. On the “ investment”’ side, 
new subscriptions, it is true, fell away sharply both for 
shares and deposits. But the decline in volume of share 


TABLE I.—THE MOVEMENT OF FUNDS 
(In £000’s) 
SHARES DEPposItTs 
Sub- With- Balance, Sub- With- Balance, 
scribed drawn* End-year scribed drawn* End year 


Helifax at 8,401 10,055 88,458 7,629 9,282 34,323 
1941 
Abbey 1939 4,992 6,029 38,681 2,679 4,066 9,367 
Road \ 1940 2,676 4,300 38,270 1,007 2,678 7,916 
Coventry 1939 740 726 4,114 138 202 691 
Permanent | 1940 460 526 4,176 54 195 565 
Leeds and 1939 567 542 3,181 350 355 1,261 
Holbeck | 1940 271 373 3,179 165 234 1,224 
— 1939¢ 3,456 5,996 26,866 1,952 1,630 4,483 
National .. 19403 1,502 3,284 25,967 1,258 1,755 4,108 
1939 197 776 2,969 171 316 831 
Postma .-4 sos0 93 438 2,735 81 125 804 
Westbourne f{ 1939 984 1,787 11,558 208 385 1,340 
Park | 1940 457 1,170 11,214 54 319 I,1II 














Total, (£1939 19,387 25,911 175,827 13,127 16,236 52,296 
7 Societies (1940 13,401 22,455 172,295 8,861 14,953 47,479 
* Including interest. ¢ Years to January 31. t Years to October 31. 
withdrawals was equally sharp, with the result that the 
amount outstanding at the end of the year, at {172.3 
millions, was down by only 2.0 per cent. on the end 1939 
figure. The more severe decline in deposits—the total 
is down by 9.2 per cent. to £47.5 millions—may explain 
the resiliency of shareholdings, for in an endeavour to 
maintain income deposit holders may have transferred 
their investments to the more lucrative section. Another 
explanation of the fall in the total of deposits may have 
been the reduction in pool deposits under collateral 
security schemes, as a result of the fall in mortgage 
business. Whatever interpretation may be placed upon 
the figures, it is clear that embarrassment on the scale 
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envisaged in some quarters has not been experienced. 
In passing it may be observed that what may be termed 
“local” societies have fared better than the larger 
concerns, a fact which tends to confirm the suggestion that 
these ‘‘local’’ societies attract a somewhat more stable 
type of investment money than the bigger concerns. 
The second table gives some idea of the slump which 
has occurred in new mortgage business. Between 1938 and 
1939 new advances declined by some 30 per cent. Last 
year, the total dropped abruptly from {25.7 millions to 
£3.3 millions, or a mere 13 per cent. even of the 1939 
figure. At the same time, repayments, including interest, 
declined from {32.1 millions to {24.1 millions, a fall of 
24.9 per cent. Nevertheless, although repayments are 
down, they are considerably in excess of new advances. 
Thus the experience of pre-war years has been reversed, 
for in 1938 repayments (including interest) for the 
movement as a whole, at {118.5 millions, compared with 
new advances of {137 millions. The movement, it would 
seem, is temporarily ‘‘ unwinding ”’ and the benefits of 
TABLE II.—MortTGAGE BUSINESS 

















(In {£000’s) 
1939 1940 
New’ Repay- Balance, New  Repay- Balance, 
Advances ments* End-year Advances ments* End-year 
Halifaxt av .. 12,612 16,235 106,520 1,977 12,754 100,539 
Abbey Road ia 6,281 6,860 47,870 715 5,119 45,848 
Coventry Permanent 740 801 4,734 81 543 4,498 
Leeds and Holbeck. . 583 665 4,344 97 496 4,142 
Nationalft .. a6 3,837 4,759 34,089 269 3,327 32,793 
Portman... a 586 730 4,738 46 469 4,554 
Westbourne Park .. 1,099 2,004 13,492 104 1,352 12,854 
Total, 7 Societies .. 25,788 32,051 215,787 3,289 24,060 205,228 
* Including interest. t To January 31 of following year. t To October 3r. 


the process are clearly seen in the final table. Borrowings 
from the banks declined from {2,508,000 in 1939 to 
£416,000 in 1940; and although repayments fell from 
£1,306,000 to £970,000, the total of bank loans out- 
standing at the end of the year was down from {1,217,000 
to £699,000. 

A year ago, the possibility of such a development was 
envisaged in these columns, but it was pointed out that 
there would be a number of institutional resistances to 
unwinding ; that the societies might seek new outlets for 
their funds, and possibly reopen their mortgage depart- 


ments. Alternatively, it was suggested that the move- 
E 
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ment might reduce the flow of unwanted money by 
lowering its rates to depositors and shareholders. It 
was added that both alternatives depended on the 
assumption that extreme hostilities were avoided, and 
that a comparatively moderate check to mortgage repay- 
ments was experienced. As for the first premise, details 
of the extent to which the movement’s assets have 
suffered in the Blitzkrieg are not available, but to the 
end of 1940 the extent of the damage could not have 
been large—experience of other institutional investors in 
property suggests that some 2 per cent. of total assets 
may have been damaged, and not all of that, by any 
means, totalled destroyed. As for the second stipula- 
tion, the decline in repayments is certainly heavy, but 
not heavier than might have been expected. In fact, 
however, it would now seem that matters have to 
TaBLE III.—ReEsortT TO BANK LOANS 


(In £000’s) 
1939 1940 
Balance, Balance, 
Borrowed Repaid* End-year Borrowed Repaid* End-year 
Halifaxt wa re Nil Nil Nil Nil Nil Nil 
Abbey Road ar 678 681 Nil Nil Nil Nil 
Coventry Permanent Nil Nil Nil Nil Nil Nil 
Leeds and Holbeck. . Nil Nil Nil Nil Nil Nil 
National{ .. yea 489 Nil 491 Nil 502 Nil 
Portman... oo 2,896 625 641 416 383 699 
Westbourne Park .. 85 Nil 85 Nil 85 Nil 
Total, 7 Societies .. 2,508 1,306 1,217 416 970 699 
* Including interest. ¢t To January 31 of following year. t To October 31. 


an important degree been taken out of the societies’ 
hands. With a rising rate of income tax and the new 
burden of contributions under the War Damage (Insur- 
ance) Bill, they will have little choice but to reduce still 
further the rates of interest paid to shareholders, if not 
depositors. As for the possibility of finding new outlets 
for funds, or of reopening mortgage departments, the first 
is difficult if not impossible, while “‘ liquidity preference ”’ 
is likely to check any tendency in the second direction. 
Building societies, in short, are likely to go on “ un- 
winding ”’ for the duration. It will be a new experience 
for a movement which in twenty-five years increased its 
total assets from £65 millions to £773 millions. But it 
will certainly mean that it will be the better equipped to 
play the vital role which awaits it in the reconstruction 
era which victory will bring. 
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Price Control in Practice 
By Donald Tyerman 


the limitations of wartime price control. It 

was then suggested that control over particular 
prices, to prevent profiteering and to enable consumers 
to make necessary purchases, was an incomplete and 
inefficient instrument, without further measures to 
control distribution by rationing and to arrest inflation. 
It is now possible to add a few comments from actual 
experience. The over-riding fact about war economy 
is scarcity. Labour of all sorts is scarce; plant is 
only adequate if its use is husbanded with the greatest 
care; while materials and manufactures from abroad 
have to pass through the narrow bottlenecks of shipping 
space and foreign exchange. The tendency of all prices, 
therefore, is to go up, and the object of price policy is 
to restrain them. 

This policy has only been very partially practised. 
In general, an attempt has been made, firstly, to keep 
down the cost of living by controlling the prices of 
articles of general consumption; and, secondly, to 
keep down the cost of production by regulating the 
prices of essential materials. The chief “ predisposing 
cause’ of sharp rises in the price of scarce goods has 
been in part removed by the freezing of markets, thus 
preventing the bidding and counter-bidding—Adam 
Smith’s “ higgling and haggling ’’—which would other- 
wise inevitably drive prices up. As the sole purchaser 
of most raw materials and foodstuffs, and as the director 
of distribution according to a scheme of priorities or by 
rationing, the State is strategically placed to match 
supply and demand at an arbitrary level. Actually, 
however, this function is far from being really 
satisfactorily discharged. 

In the field of deliberate price control, the faults 
of the present system are mainly technical. Officialdom 
has been slow to devise the modus operandi for determining 
appropriate prices; sometimes retail prices have been 
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fixed—as in the case of the Order restricting certain 
prices in January to what they were on December 2nd 
—which have paid insufficient attention to increases 
in retailers’ wholesale and overhead costs or to difficulties 
of replacement; often, prolonged “ talks’’ with the 
“trade’”’ preparatory to fixing particular prices have 
enabled speculators, in the interim, to adjust ruling 
prices and current rewards to their advantage. And 
again and again, as in the familiar case of onions, the 
institution of maximum prices, without physical control 
of supplies by rationing or otherwise, has led to the 
disappearance from the market of the goods affected. 
The simple fact that a reduction in turnover necessarily 
increases the burden of overhead costs upon each unit 
of sales has not been consistently recognised—though 
provision is made in the Prices of Goods Act for permitted 
increases in price to cover this increment. Sometimes, 
unreasonably high margins have been preserved on this 
plea; and, at other times, the reverse has been the 
case, as in the decision which forbade retailers to add 
the amount of the Purchase Tax to the price of goods 
bought before the appointed day, a provision which 
caused an onerous drain upon their working capital. 

It may, of course, be argued that the object of wartime 
price policy should not be simply to maintain retailers’— 
or wholesalers—margins. This is, of course, true; 
and it is also true that too little attention has been 
paid to the influence of cartels and quasi-monopolistic 
concerns in fixing margins, discounts and prices at a 
level out of line with “true ’’ costs of production and 
distribution and out of harmony with the national 
interest. Nevertheless, comparison between the course 
of iron prices—regulated by a dominant federation— 
and of cotton prices—determined by the interplay of 
numerous competitors—shows that cartelised control 
can actually result in more moderate advances in price 
than competition. In any case, it remains a fact that, 
despite the wartime intervention of the State throughout 
all trade and industry, profitability remains the basis 
of business. The true object of price control and of 
taxation is not to eliminate profits but to prevent excess 
profits. And it remains essential for the continuance 
of permitted production and trade that producers’, 
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traders’ and retailers’ margins should be sufficient 
to cover cost with some balance in hand. 

The truth is that this is half-way house. Prices still 
have a dual function. They no longer determine what 
shall be produced and how much—nor how the products 
shall be distributed. That is the job of the Government 
and its agencies. But they must still be low enough 
to enable purchasers to buy as the Government wishes 
and Aigh enough to keep the necessary number of pro- 
ducers and distributors in business. When markets are 
comparatively free, these two objectives cannot very 
well come into conflict. The volume of production, 
itself determined by price movements, will be set at a 
level at which, at the ruling price, just sufficient con- 
sumers will buy to remunerate the producers and dis- 
tributors concerned. In wartime, the two objectives 
can, and do, conflict—because the volume of production 
is arbitrarily decided, directly or indirectly, by Govern- 
ment intervention on behalf of the community. A price 
low enough for the desired number of consumers to buy 
the quantities the State deems fitting may well not be 
high enough to remunerate producers and distributors. 
So it is that £82 millions a year are spent by the Govern- 
ment in subsidising the price of basic foodstuffs. 

A more general policy of subsidy, indeed, might be one 
way out of this dilemma. It is possible in theory to 
work out by careful examination the various costs and 
margins that enter into the final price of a product and 
to fix that price—the ‘“ supply price ’’—at a “‘ reason- 
able ’’ level. It is equally possible, on the other hand, 
by the consideration of earnings and family budgets, 
to determine the “ reasonable’’ price—the ‘‘ demand 
price ’’—-that consumers could pay. It would then be 
possible to cover the difference between the ‘ supply ” 
and ‘‘demand”’ prices—for articles of general and 
necessary consumption only—by subsidy. By a policy 
of family allowances, for instance, as well as by a com- 
plementary policy of covering producers’ losses in 
essential trade, the requirements of social expediency 
and minimum profitability could both be met. In 
practice, the policy that has been adopted—if it can be 
called a policy—is quite different. It is rather to allow 
wage rates and earnings to rise without check, and so 
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to allow purchasing power to keep pace with the cost of 
living. 

The great dangers of this process are obvious. 
“Supply” and “‘ demand” prices tend to be equated 
by a continuous increase on both sides ; and, since wage 
costs enter very largely into costs of production and 
living costs very largely into wage claims, the process 
is cumulative and self-generating. Prices and wages 
(the price of labour) push steadily upwards—at the same 
time as goods become steadily scarcer in shops and ware- 
houses. The inflationary implications of this process 
need no elaboration. Indeed, it is a major flaw in the 
Government’s price policy that, in spite of the steps 
taken by the Board of Trade and the Ministries of Food 
and Supply to hold down the price of a wide range of 
items that enter into the cost of living and the cost of 
production, certain key prices which enter crucially into 
living and production costs have been allowed, even 
encouraged, to slip perilously upwards. The price of 
labour is the supreme instance. The price of railway 
transport is another ; the price of coal yet a third. No 
amount of control over a myriad of particular prices can 
counteract the expansive influence of simultaneous rises 
in labour, transport and fuel costs. 

At this point, it may reasonably be objected that to 
blame labour for pushing forward with more and more 
claims for higher wages is unfair when increases are the 
fashion in these other strategic costs. The objection is, 
of course, quite valid. It is impossible to single out any 
seller or set of sellers for blame. The fault is lack of 
policy on the part of the Government. In no sense can 
the issue be resolved into one of “class’’. It is true 
that, in this article, it has been contended that profit- 
ability remains a sine gua non even in wartime; and 
that wage-rates and earnings have been allowed to rise 
with insufficient discrimination. But this is not to pose 
the interests of the “‘ capitalist ’’ or entrepreneur against 
those of the worker; any more than the contention 
that the way in which railway charges have been per- 
mitted—indeed, compelled—to rise to cover increased 
costs, regardless of increased traffics, necessarily represents 
an attack on the right of the railways’ badly-used stock- 
holders to receive their increased dividends. It is rather 
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a question of national efficiency. Workpeople will not 
benefit by a policy of inflation that will inevitably under- 
mine veal wages, whatever level money wages may soar 
to. Railway stockholders will get no lasting advantage 
from a policy that will impair the entire war effort by 
the upward pressure of costs. Monopolists, whether 
producers, wholesalers or retailers, who try to maintain 
margins above the level of ‘‘ minimum profitability,”’ are 
themselves liable, sooner or later, to be squeezed by the 
millstone of costs—of production and of living. 

What, then, is official policy? Ostensibly, it is to 
keep prices down; and, compared with, say, 1914-16, 
it has so far had many successes. But, though the 
cost of living has been, to a point, held down, it is now 
in growing danger from the prospect of inflation, due 
in part to the lack of control over labour, transport and 
fuel costs, and in part to the consistent failure of the 
Government so far to adopt the appropriate financial 
remedies. If these key prices are to be allowed to go 
up, then the proper defence would be to make sure that 
the surplus purchasing power created is “ skimmed 
away ’—taken off the market, transferred to the 
Government—by taxes and savings. As it is, pending 
the April Budget, there is a probable “ gap,’’ over and 
above the likely yield of taxes and genuine savings, at 
the rate of £150 millions a month Unless drastic 
measures are decided upon in the next few months in 
the financial field, the nation—that is, workers and 
stockholders, producers, distributors and consumers alike 
—stands to lose heavily both on the roundabout of 
increasing costs and the swings of inflation. 

Even in the sectors where price control over particular 
commodities has been comparatively effective, it has 
been badly carried out. Here, consultation with the 
“trade’”’ has encouraged speculation. There, consulta- 
tion with the “ trade’’ has caused unreasonably high 
margins to be maintained; and there again, lack of 
consultation with the ‘“‘ trade ’’ has caused unreasonably 
low margins to be set. Here, prices have been fixed too 
late—again and again, when the damage has been done. 
There, prices have been fixed as on a date that is too 
early—to the great detriment of retailers whose wholesale 
costs have risen in the interim. Everywhere, there has 
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been too little appreciation of the fact that the only way 
to fix prices fairly and efficiently is to fix margins at 
every stage from the raw material to the finished product. 
To fix material prices only, or producers’ prices only, or 
wholesalers’ prices only, or retailers’ prices only, is 
impracticable, and must lead to injustices, speculation 
and hoarding. It is the merest common sense to pay 
regard to all the successive and interlocking stages of 
production and sale. Half-control is worse than none 
at all. Under the Price of Goods Act, a praiseworthy 
attempt has been made by the Central Price Regulation 
Committee to go about the business in a scientific way : 
to base permitted increases in price only on proved and 
itemized increases in costs; and to secure controls over 
wholesale charges corresponding to the retail prices 
controlled. The C.P.R.C. does view its task in the right 
light, according to a definite principle—that margins 
shall remain the same as they were just before the war. 

But the method of price control is by its very nature 
limited. That is the point. Practical experience endorses 
to the hilt what was said in THE BANKER in August, that 
“Price control taken by itself is only a partial and 
ineffective instrument of policy. . . . The market can 
only be rigged to meet the needs of war economy, if 
production and employment are controlled part passu 
with prices. . . . The real sanction of price control 1s what 
might be called, loosely, rvationing.’’ In short, piecemeal 
price control can never, unaided, provide any safeguard 
against inflation. And even though price control, within 
its limitations, can provide a useful auxiliary to a sound 
financial policy, much of these potential benefits has in 
practice been lost by the inefficient application of actual 
control in various fields. 
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Books 


“ HITLER’S NEW ORDER IN Europe.”” By PAut EINZIG 
(Macmillan & Co. Price 7s. 6d.) 


EVEN in economic circles there has been comparatively 
little technical discussion of the sweeping economic 
programme which constitutes the Nazis’ mythical “ new 
order ’’ for Europe—no doubt because it is so thoroughly 
taken for granted that the post-war reconstruction of 
Europe will not be in German hands. In the meantime, 
unfortunately, the superficially plausible Nazi claims for 
their spurious “‘ new order ’’ may have an insidious effect in 
weakening potential opposition to German domination 
in the countries which have been overrun. It is highly 
desirable, therefore, that the utter falsity of the German 
claims should be exposed. This Dr. Einzig has done in 
his latest book with devastating effect, as readers of his 
articles in this journal will be well able to imagine. Dr. 
Einzig’s exposition derives its special force from the fact 
that he stresses throughout the political realities under- 
lying the high-sounding economic principles on which the 
so-called ‘‘ new order ’’ would in theory be based. Once it 
is realised, for example, that the sole aim and purpose of 
any economic system under German control would be 
the exploitation of subject peoples for the exclusive 
benefit of Germany, then the projected “ international 
division of labour ’’ takes on a very different meaning from 
the kind of territorial specialization familiar to academic 
economists. When it is realised, too, that in one guise or 
another the exports of the conquered countries to 
Germany would represent a mere tribute for which they 
would certainly not be allowed to obtain goods in 
exchange, then the hollowness of the suggested exchange 
clearing system based on Berlin is at once apparent. 
No clearing system, as Dr. Einzig shows so trenchantly, 
can function when the balance of accounts is always in 
one and the same direction. By exposing the real mean- 
ing ot the Nazi proposals point by point, Dr. Einzig 
demolishes the whole facade of pseudo-constructive 
thought which seems to have taken in even some people 
in this country. It is to be hoped that the book will reach 
a wide public and thus help to counteract the efforts of 
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the academic dupes so devoid of political intelligence as to 
base their views on the assumption that the Nazis actually 
intend to carry out what they have promised. In addi- 
tion, the book should constitute a mine of valuable 
counter-propaganda for use by the B.B.C. and other 
British organs of publicity which hitherto have been 
content to allow the Nazi claims to go almost 
uncontradicted. 


CENTRAL SETTLEMENT OF STOCK EXCHANGE BARGAINS. 
(Financial News. Price 6d.) 

EVEN an emergency which rendered the Stock 
Exchange unusable would not stop London’s invest- 
ment machinery—the routine work now done in members’ 
offices and in the Settling Room could be dealt with by 
a highly-mechanized central clearing department operated 
outside the City. This pamphlet is a reprint of a series 
of articles which have appeared in the Financial News 
describing in detail the technical working of this emer- 
gency scheme and discussing its long-term implications 
as a possible measure of market rationalization. Their 
re-publication in this collected form should be of interest 
and value to all concerned with securities operations. 


International Banking Review 


THE NETHERLANDS 


N interesting test case has been initiated in New 
A York by the Chase National Bank for the purpose 

of clarifying the status of Dutch accounts. By 
Royal Decree of May 24, 1940, all assets abroad belonging 
to residents in the occupied territory of the Netherlands 
have been vested in the Royal Netherlands Government 
in London. The object of this Decree is not to confiscate 
these assets but merely to protect the former owners 
against the seizure of their assets by the Germans. 
American banks continued to receive instructions from 
enemy-occupied Holland and the presumption is that 
many of these instructions have been given under duress. 
The Netherlands Legation had intimated that it would 
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hold the banks responsible for all payments made 
without its previous consent. On the other hand, the 
former owners of the accounts residing in the Netherlands 
also threatened to hold the banks responsible if they did 
not carry out their instructions. Furthermore Dutch 
residents in the United States filed detachment suits on 
the banks and claimed to be owners of funds deposited 
with New York banks in the name of banks in enemy- 
occupied Holland. 

It was in order to clarify the position that the Chase 
National Bank filed a complaint with the Supreme 
Court of New York in December, 1940, attacking the 
demand filed in one of the courts against the bank by 
Eduard Wallach and Conrad Veidt, two residents of 
New York City, for the release of assets which the Chase 
National Bank held in the name of Bankierskantoor 
Albert Graef of Amsterdam. Summonses were served in 
January, 1941, on the above named parties, the Nether- 
lands Minister in Washington and the Royal Netherlands 
Government in London, and also on the Netherlands 
Trading in Wartime Committee in London and individual 
members of this Committee under the fictitious names of 
John Doe and Richard Roe. This Committee was 
established for the purpose of applying the Netherlands 
Royal Decree vesting the ownership of Dutch funds 
abroad in the Netherlands Government. 

The developments of this action are awaited with 
great interest both in Dutch official circles and in 
American banking circles. The total amount of assets 
which will be indirectly affected by the test case probably 
exceeds {£150,000,000. Even though these assets are 
frozen by order of the United States President, this 
measure leaves certain loopholes, since transactions 
involving the frozen accounts are in certain circum- 
stances permitted. It is of great importance, not only 
for the Netherlands Government but also for the Allied 
cause, that any possibility of dollar exchange falling into 
German hands should be prevented. 

The liabilities of the banking firm of Mendelssohn 
and Co., Amsterdam, have finally been computed to 
exceed assets by 23,692,000 guilders. Creditors in 
guilders are to be paid at Amsterdam and those having 
claims in foreign currencies are to be paid at the following 
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arbitrarily fixed exchange rates, representing in each 
case the pre-invasion parity. 

1-882 guilders per dollar 

43°67 guilders per hundred Swiss francs 

44°85} guilders per hundred Swedish kronor 

75°354 guilders per hundred reichsmarks 

7°46 guilders per pound sterling 

All the possessions of the firm have been thrown into 

the settlement, together with the assets of the three 
partners and the sum of 400,000 guilders which has been 
made available by a third party on the condition that 
the proposed settlement is sanctioned by the Netherlands 
Courts. Creditors up to 1,000 guilders are to receive 
immediate payment in full ; those up to 10,000 guilders 
receive immediate payment of 70 per cent. ; those under 
25,000 guilders receive immediately 62 per cent. (minimum 
7,000 guilders) ; those up to 250,000 guilders receive 
either immediately 50 per cent. in cash (minimum 
15,000 guilders) or share with the larger creditors the 
balance of the pool to be distributed. 


BLOCKED BALKAN ASSETS 


Recent developments in South-Eastern Europe 
resulted in the blocking of various South-Eastern 
European assets by the British and United States 
authorities. After the withdrawal of the British Diplo- 
matic Mission in Bucarest the blocking of the Rumanian 
assets in London, which was carried out informally 
some time ago, was legally confirmed. The amount of 
official Rumanian assets of gold and sterling in London 
is believed to be in the neighbourhood of £11,000,000. 
The entry of German troops into Bulgaria was followed 
by the blocking of Bulgarian assets in the United King- 
dom. Their amount is believed to have been moderate. 
The United States authorities took steps some months 
ago to block Danish and Rumanian assets with American 
banks and after the German occupation of Bulgaria 
they acted likewise regarding Bulgarian assets. More 
recently they decided also to block Hungarian assets 
in the United States on the assumption that Hungary 
is now entirely under German influence. The British 
authorities, on the other hand, have not yet decided 
upon the blocking of Hungarian assets. 
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REICHSMARKS IN OCCUPIED COUNTRIES 


A recent decree provided for the withdrawal of 
franc notes from Alsace Lorraine. These notes are 
exchanged for reichsmark notes at the official rate of 
20 francs per reichsmark. The withdrawal is to be 
completed by May 1, after which date franc notes will 
come under the provisions of the foreign currency 
regulations. Some months ago the same procedure was 
adopted in Luxembourg whose currency was replaced 
by reichsmarks. Similarly, the use of the reichsmark was 
extended over those parts of Poland which have been 
joined to the Reich, as distinct from the districts which 
have come under the General Gouvernement of Warsaw. 

In the recent trade agreement with Soviet Russia 
it has been stipulated that trade between the two countries 
should be conducted on a reichsmark basis. This means 
that any import surplus from Russia can be paid for by 
reichsmarks instead of by foreign currency. 


CURRENCY PROBLEMS IN LIBYA 


The exchange rate of 400 lira per Egyptian pound 
has been fixed by the British occupation authorities 
in the occupied part of Libya. This rate is equal to 
about 390 lira per pound sterling. On the Black Bourse 
in Cairo the lira was quoted at a much less favourable 
rate, because of fears that it would lose its value alto- 
gether in occupied territory. There is no possibility of 
arbitrageurs taking advantage of the lower exchange 
rate fixed in occupied territory because they would be 
unable to replace any substantial amounts of lira notes. 
While the occupation authorities are prepared to sell 
to the native population certain much-needed goods 
against payment in lire on the basis of the official rate 
there is no question of paying out freely sterling in return 
for lire. Nor is there any possibility of acquiring goods 
in Libya with the aid of the imported lira notes, since 
the volume of exportable surplus is negligible and 
technical possibilities for export are also absent. 
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Obituary 


Mr. W. G. Johns, D.S.O. 


The death is announced of Mr. W. G. Johns, D.S.O., 
joint general manager of Lloyds Bank. Mr. Johns 
joined the County of Gloucester Bank in 1893, which 
was amalgamated with Lloyds Bank in 1897, becoming a 
general manager of Lloyds in 1927. 

As chairman of the Bank Clerks’ Orphanage and the 
Bankers’ Health Insurance Society, he will be remembered 
for his great interest and untiring efforts on behalf of 
the staffs of the banks. He was also chairman of the 
West London Hospital from 1933 to 1939. 

Mr. Johns attained the rank of Lieutenant-Colonel 
during his service in the Great War from 1914-1918, 
being mentioned in despatches and awarded the D.S.O. 


Sir Richard Durning Holt 

Martins Bank has suffered a great loss this month 
through the death of Sir Richard Durning Holt, a deputy 
chairman of the bank who was chairman in 1937. Sir 
Richard was one of the leading figures in the British 
shipping world, having been elected President of the 
Chamber of Shipping in 1937. He was a partner in Alfred 
Holt & Co., Liverpool, which manages several important 
shipping lines, and in recent years has been chairman 
of Elder Dempster Lines, Ltd., and the Glen Line, Ltd. 
He was created a baronet in 1935 and in 1933 received 
an honorary degree of LL.D. from the University of 
Liverpool. 


Appointments & Retirements 


Mr. Leighton Goldie McCarthy, K.C. 


Banking circles will learn with pleasure the appoint- 
ment of Mr. Leighton Goldie McCarthy, K.C., a director 
of the Bank of Nova Scotia, who is to be Canada’s new 
Minister in Washington. 

At one time, Mr. McCarthy represented North Simcoe 
in the Canadian House of Commons as a Liberal. To-day 
he is a director of several banking and industrial under- 
takings, as well as chairman of the {56,000,000 Canada 
Life Assurance Company. 
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Bank of England 


Mr. Isaac James Pitman has been recommended 
for election as a director of the Bank of England. Mr. 
Pitman, who is 39 years of age and a grandson of Sir 
Isaac Pitman, the inventor of Pitman’s shorthand, 
is chairman and managing director of Sir Isaac Pitman & 
Sons, printers and publishers. Mr. Pitman is at present 
at the Air Ministry. 


British Linen Bank 


Mr. Adam Dempster, general manager of the bank, 
has retired and is succeeded by Mr. George Mackenzie, 
assistant general manager. 

At Aberdeen branch, Mr. William Mackinnon has 
retired and is succeeded by Mr. Alister H. Michie, agent 
at Arbroath branch. 


Lloyds Bank 


At the Advance Department, Head Office, Mr. W. E. 
Booth, from Aldersgate Street, E.C., has been appointed 
a controller. At the Chief Inspector’s Department, 
Head Office, Mr. S. J. Lowe, inspector, has retired after 
forty-six years’ service. Mr. E. St. A. Brooksbank, 
formerly of Lloyds and National Provincial Foreign 
Bank, has been appointed an inspector. 


National Bank of Scotland 


Mr. James J. Legge has been appointed agent at 
Fraserburgh branch. 


North of Scotland Bank 


On the retirement of Colonel James Cook, agent at 
Paisley branch since its opening in 1909, Mr. Alexander 
Agnew, joint agent at the branch, has been appointed 
sole agent. 


Royal Bank of Canada 


Mr. J. A. McKillop has been appointed manager of 
the West End branch of the Royal Bank of Canada in 
succession to Mr. J. A. Noonan, who has taken up an 
appointment with the bank in Canada. 
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THE BANK OF 


AUSTRALASIA 





PROFIT AND DIVIDEND MAINTAINED 


STRONG FINANCIAL POSITION 


MR. EDMUND GODWARD’S STATEMENT 


HE following is the statement by the 
"T chairman, Mr. Edmund Godward, circu- 

lated with the report of the directors and 
the balance-sheet of the Bank of Australasia 
for the year to October 14, 1940: 

Throughout the financial year dealt with 
in the accounts the bank has been working 
under war conditions, and how these have 
affected Australia and New Zealand will be 
referred to later. 

Your balance-sheet and profit and loss 
account are before you, and you will no doubt 
wish to have comparisons and explanations 
of the differences arising between the figures 
for 1939 and 1940. It will be seen that the 
aggregate total has risen from {56,222,000 to 
£59,365,000, which is a record figure, and the 
increase is accounted for by the augmentation 
of current accounts by £4,300,000. In such 
times as these, when Governments are spend- 
ing heavily, one would naturally expect a 
large expansion under this heading. The large 
credits necessary to carry out the magnificent 
war efforts by Australia and New Zealand are 
spent principally on wages and payment for 
war material, and when disbursed the pro- 
ceeds find their way through various channels 
to the trading banks as current accounts. To 
cover the credits the Government have to 
make public issues, and loans to the extent of 
£66,000,000 have been floated internally by 
Australia, mainly for war purposes, since the 
outbreak. Fixed deposits have fallen during 
the year by £764,000, the majority of the 
withdrawals probably having been for sub- 
scription to war loans. 

Consequent upon the large increase in our 
total deposits it will be seen that our liquid 
assets have considerably strengthened, our 
cash balances having increased by £2,547,000, 
and our Australian and New Zealand Govern- 
ment securities, etc., have also been added to 
by £1,386,000. At the date of our balance- 
sheet we held in cash balances and securities 
(all but a small proportion of the latter being 
Government obligations) an amount equal to 
45-54 per cent. of our total deposits, against 
39.66 per cent. in October, 1939, and the 
proportion of our cash balances to total 
deposits has risen from 11.43 per cent. to 
16.25 per cent. 

ADVANCES 

It will be seen that our advances have 
decreased from {36,534,000 to £35,798,000. 
This is probably largely due to the action of 
the Australian and New Zealand Govern- 
ments in taking over the financing of the 
exportation of primary products. Moreover, 
the Government rightly controls bank 
advances to the end that they may be utilized 
for the purposes of national interest. 

Turning to our internal liabilities, your 
capital of {4,500,000 remains the same, but 
you will notice that our reserve fund has been 
increased by {£25,000 to £2,500,000. The 
£25,000 has been provided, not from current 


profits, but from a sum set aside many years 
ago to meet a contingency for which it did 
not become necessary to provide. Your 
directors thought the opportunity might now 
be taken to make your reserves up to the 
round figure of £2$ millions. 


PROFIT AND LOSS ACCOUNT 


Turning to your profit and loss account, 
the profit for the year, after the usual appro- 
priations have been made, comes to approxi- 
mately the same figure as last year, viz., 
£1,500,000. There has been a saving of 
£12,000 in salaries, due mostly to a number of 
the staff having joined the colours and who 
draw only a portion of their salaries during 
their war service. The increase of £11,000 in 
general expenses in London has been caused 
almost entirely by the bank having to carry 
on its business on this side mostly in the 
country while still having to pay overheads 
in London and cost of provision for air raid 
precautions to comply with the Act. 

Rates and taxes have increased by £36,000, 
and they will continue to increase. The war 
must be financed, and this is not the time to 
grumble, however much one was inclined to do 
so in pre-war days. Although our dividends 
are fortunately undiminished in the gross, but 
are subject to much higher income tax which 
decreases our personal income, all have to do 
their best to economize still further, for no 
one who has watched the evils of inflation in 
other countries wants it to ruin our Empire 
after the war has been brought to a successful 
conclusion. 


TRADE CONDITIONS 


The bank is able to pay the same gross 
dividend as last year. Of course, both 
Australia and New Zealand have benefited by 
the prices paid by the Imperial Government 
for such products as have been taken over. 
Last year Australia’s wool cheque amounted 
to £65} millions sterling and that of New 
Zealand some {15 millions sterling. It is not 
expected that last year’s high level of produc- 
tion will be maintained in Australia, the 
official estimate of the 1940-41 clip being 
34 million bales, including 153,000 bales of 
skin wool, as compared with 3,600,000 bales 
in 1939-40. 

The seasonal carry-over of wheat at June 30 
last was 125,000,000 bushels. The chairman 
of the Wheat Board announced that out of 
195,700,000 bushels of wheat delivered to the 
Board, 25,200,000 bushels remained unsold on 
December 31. Latest estimates for 1940-41 
incidate a wheat crop of 82,400,000 bushels. 

The Federal Treasurer has lately introduced 
a record budget. Commonwealth Govern- 
ment expenditure from all sources is estimated 
at {£276 millions (Aust.), of which £143 
millions will be war expenditure in Australia. 
War expenditure overseas is estimated to be 
£43 millions. 
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CHARTERED BANK OF INDIA, AUSTRALIA 
AND CHINA 


REVIEW OF PAST YEAR’S OPERATIONS 





STATEMENT BY MR. V. A. GRANTHAM 


HE following is a summary of the state- 

ment by the chairman (Mr. V. A. 

Grantham) to be submitted at the eighty- 
seventh ordinary general meeting of The 
Chartered Bank of India, Australia and 
China on April 2, 1941. 

A year ago my predecessor drew your 
attention to the effect of the war, with its 
resultant control of exchange and trade, on 
the business of a bank such as ours, engaged 
largely in the finance of international trade. 
Great as these disturbances then were, few 
can have foreseen how rapidly the war was 
to extend. 

A secondary result has been the still longer 
period taken by the mails from our agencies, 
which has prevented us from receiving in- 
formation in time to enable a balance-sheet 
to be presented to you in the usual form. The 
two items of the balance-sheet mainly affected 
by this are bills payable and bills of exchange, 
and we have had to work upon figures wired 
by our agencies with a consequent variation 
in the auditors’ certificate. 

I now come to the profit and loss account, 
and I am glad to say the result is better than 
in either of the previous two years. The figure 
is £400,159 15s. 10d., and we are fortunate 
in not having had to provide this year for 
depreciation on securities and other excep- 
tional items. 

The interim dividend paid last October 
absorbed £150,000, and it is proposed to pay 
a final dividend of 10 per cent. per annum 
for the half-year to December 31st last, 
costing a further £150,000, to transfer £50,000 
to the officers’ pension fund, to write off 
premises account £50,000, and to carry 
forward the balance of £182,602 gs. 11d. 


CONDITIONS IN THE EAST 


In last year’s review it was regarded as a 
heartening feature that recognition of the 
necessity for exports from this country had 
become almost general, and, despite the 
closure of many European markets, the 
export figures achieved during 1940 were 
impressive. In a total war, however, the 
principal role of exports must be to increase 
this country’s ability to import the sinews 
of war, and the co-ordination of the country’s 
export policy with the industrial war effort 
is Now in progress. 

The extension of this policy to all the 
countries within the sterling area has become 
of paramount importance, due to the necessity 
of conserving shipping space, and is leading 
to severe curtailment of overseas trade 
already affected by the war and by the danger 


of the extension of the war, in all the spheres 
in which the Bank operates. 

In India the effect has been far-reaching, 
leading to restricted cultivation and produc- 
tion of many staple products. India’s 
financial strength, however, is clearly shown 
in the recent redemptions of sterling loans 
in the London market and as an offset to the 
temporary loss of overseas markets for some 
of her products, the war is giving a great 
impetus to her industrial production. The 
meetings of the Roger Committee in Delhi 
are significant. India is, of course, primarily 
an agricultural country, but the war is 
hastening her entry into industrial production 
hitherto untouched by her, and we may 
expect her to derive benefit from this in 
years to come. 

The special war-time demand for rubber 
and tin has brought an era of prosperity to 
Malaya. 

The importance of a free and independent 
China as a stabilising factor in the Far East 
is being increasingly recognised, and her 
unweakened resistance, after nearly four years 
of war, reflects her determination to attain 
this end. Japan is now in possession of 
almost all China’s sea-board, and _inter- 
national trade, mainly centred in Shanghai, 
is subject to ever-increasing restriction and 
control. Nevertheless, the volume main- 
tained last year was considerable, but Japan’s 
adhesion to the Tripartite Pact and the threat 
of extended hostilities in the Far East has 
brought about further curtailment. 

Japan’s internal economy continues to be 
dominated by the immense burden of pro- 
viding finance for her military requirements. 
This preoccupation, with all its far-reaching 
consequences and her continued involvement 
in the war in China, is hindering her ability 
to benefit from the greatly increased op- 
portunities for peaceful trading. 


FUTURE PROSPECTS 


While it is impossible, in the present 
unsettled state of the world, to know what 
may be in store for us, I may perhaps be 
permitted to conclude on a note of confidence. 
We have a fine business built up on sound 
foundations and widely spread, and while it 
must be borne in mind that a number of our 
branches are situated in countries that are 
uncomfortably near to the centre of events 
in the Far Eeast, it is comforting to note that 
these branches have, up to now, been able 
to return satisfactory results and that our 
total figure of profit shows an improvement 
over that of 1939. 
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THE HONGKONG AND SHANGHAI BANKING CORPORATION 


(Incorporated in the Colony of Hongkong. The liability of Members is limited to the extent and 
in manner prescribed by Ordinance No. 6 of 1929 of the Colony.) 


IMPROVED RESULTS 


MR. J. J. PATERSON’S REVIEW 


the shareholders of The Hongkong and 

Shanghai Banking Corporation was held 
in Hongkong, on the 26th February, 1941, 
the Hon. Mr. J. J. Paterson in the chair. 

The Chairman, in moving the adoption 
of the report and accounts, said: After 
making full provision for losses and con- 
tingencies, the net profit for the year 
amounts to $13,999,869.99, an increase 
of about $7 lacs compared with the pre- 
vious year. There remains for distribution 
$10,876,745.77, from which it is proposed 
to pay a final dividend of {2 10s. per share, 
to transfer to bank premises account 
$1,000,000 and to carry forward 
$3,422,964.26. 

While there is no very great change in the 
total of our balance-sheet, there are quite 
considerable changes in the individual items 
on either side. On the liabilities side there 
is a substantial increase of $72 millions in 
current account balances, largely offset by 
decreases of $32 millions in fixed deposits 
and $24 millions in bills payable. Holdings 
of cash and bills have increased by $32 
millions and $52 millions respectively, 
against which securities and loans show 
declines of $30 millions and $36 millions 
respectively brought about by the necessity 
of keeping a liquid position. 


Tite ordinary yearly general meeting of 


FAR EAST DEVELOPMENTS 

Changes have occurred in Europe which 
no one could possibly have foreseen. The 
fall of France, of course, meant the with- 
drawal of the British members of our staff 
at Lyons; otherwise our offices have not 
been affected. Here in Hongkong, in Shang- 
hai and in Singapore results have been 
satisfactory in spite of abnormal conditions, 
and in other countries our branches have not 
met any serious complications until recently 
in Japan. 

Developments in the Far East have fol- 
lowed the course which careful observers 
foretold. One finds considerable ¢ifficulty 
in dealing with a single port like Shanghai ; 
but one unhealthy feature stands out clearly. 
Shanghai last year imported from abroad 
large quantities of native products which 
the hinterland can normally provide. The 
Shanghai Foreign Exchange market in 1940 


fluctuated between a high mark of 4 $d. and 
8%, U.S. cents. The establishment of the 
new Central Reserve Bank in Nanking on 
January 6th, 1941, and in Shanghai on 
January 20th has made for uneasiness since 
it is feared that further measures may 
follow. 


As regards other countries, Malaya gives 
the brightest picture. Tin and rubber ex- 
porters have had a very good year, and this 
has, of course, brought prosperity to the 
many concerns (including banks) which are 
directly or indirectly concerned with these 
two important products. 


INDIA AND THE PHILIPPINES 


In India conditions have been subject to 
fluctuations, but recently there has been a 
better feeling and confidence exists that the 
trade situation will remain satisfactory, 
helped by war production developments, 
which are now being hastened forward. 

The Philippine Islands are realizing how 
much their welfare is dependent on trade with 
the British Empire and Europe, but they are 
fortunate to be able to rely on the United 
States to breach the gap as and when it is 
necessary. The past year has been one of 
moderate prosperity, and we are satisfied with 
the progress we are making in Manila. 


MESSAGE OF ENCOURAGEMENT TO 
LONDON OFFICE STAFF 


Before concluding, ladies and gentlemen, I 
want to send a message of encouragement to 
the 60 odd members of the staff of the bank 
who are serving in the Armed Forces and to 
those in our London office. Many of our 
employees out in the East wish that they 
too were able to get away to share the 
dangers and discomforts of their colleagues, 
but it is obvious that some must remain to 
keep the bank going and most of those out 
East are trained or training for such local 
service as may be required. Anyhow, you 
will all join me in praying for a safe return 
for those who have temporarily left the 
bank’s service and for good fortune to those 
in London who have to submit to the ter- 
roristic methods of Hitler, though we hope 
it will not be for much longer. 


The report and accounts were unanimously 
adopted. 








